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A Banker’s Diary 


CONSIDERABLE credit is due to the Treasury for its success in finding a work- 
manlike solution to the problem of placing income tax on a current basis. 
The simple device of calculating deductions by reference to 

‘‘Pay as cumulative earnings for the year to date, instead of on the 

You Go’’ earnings of a single week, is obviously a very satisfactory 

answer to an exceptionally thorny problem. Should a sharp 
decline in the national income take place after the war, what might have 
been a dangerous situation will now be averted. 

Unfortunately, the Parliamentary debate left the matter in a far from 
satisfactory state. Sir John Anderson’s compromise of extending the new 
system only to those salary earners below {600 in the month to September 
20 last met with nobody’s approval. For any such arbitrary income limit 
there can clez ay! be no logical justification ; and Sir John really conceded the 
entire case for the extension of the system to all Schedule E taxpayers in 
admitting that it was suitable for universal application “at the proper time 
and in the proper way.”’ The arguments adduced for half-measures at the 
present time were hardly convincing. To suggest that the sums remitted to 
wage-carners could not have been collected in any case, whereas the liabilities 
of salary-earners represent real money, puts the whole matter on the very 
lowest plane. Again, if it is already a concession to the taxpayer to be a year 
in arrears, sO that this is no basis for a further concession, how justify the 
inclusion of one set of salary-earners ? Finally, though it is true that manual 
earners assessed on a half-yearly basis do not have the benefit of Section 11 
of the Act of 1940 (permitting assessment on a current basis if income drops 
by 20 per cent.), so that a current earnings basis is doubly necessary in their 
case, it is impossible to agree that this Section precludes all hardship to salary- 
earners or is really analogous to the proposed remission. Sooner or later the 
new system is almost bound to be applied to all employees, as Sir John 
Anderson virtually promised in the debate on the Committee Stage. Certainly, 
the £600 means test would create all sorts of anomalies as some people rose and 
others fell below the critical figure, their status being, nevertheless, fixed 
for all time by the new principle, ‘“‘ Once on ‘ pay as you earn’ always on 

‘pay as you earn. 

Another unsatisfactory feature of the new system is the absence of any 
provision for refund of over-deducted tax as soon as e arnings cease through 
sickness or unemployment. It would be a perfectly simple matter to calculate 
how much tax would have been over-deducted if earnings to date should 
prove to be those for the whole year, and to effect a prompt refund at some 
minimum subsistence rate, such as the £3 per week which must be left under 
the present system of de duction at source in the pay packet of a married man 
with no children. On returning to work the taxpayer might for a time have 
used up his allowances and be li ible to tax at the full rate on the whole of his 
earnings ; but this would merely extend the incidence of unemployment over 
a longer period and give the maximum smoothing of income—which is the 
whole object of the new system. In the debate, Sir John Anderson suggested 
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that the Revenue Department would make the repayments if the wage-earner 
became unemployed “ for any appreciable time.’”’” Unfortunately this matter 
was not raised on the Committee Stage, but it is evident that here again we 
have at the best only an unsatisfactory compromise. 


A GREAT deal of sound commonsense on matters of economic policy is contained 
in a statement published by the Tory Reform Committee, representing over 
forty of the more progressive Conservative M.P.s with Lord 

The Tory Hinchingbrooke as their chairman. Since the volume of bank 

Reform money is already regulated by the Treasury, and the Bank of 

Manifesto England acts in that sphere as a mere Treasury agent, the 

manifesto points out, nationalization of the Bank of England 
would make no practical difference. Further, it is in the interests of the 
public that the credit-worthiness of individuals and firms should continue to 
be decided by the banks which exist to serve them and not by a State- 
managed concern. ‘The Joint Stock Banks should therefore not be 
nationalized, though their general policy must be subject to scrutiny.” 

While the statement naturally does not accept private profit as the sole 
test of public advantage, there is a timely reminder that profit or loss does 
give “a clear indication of what people want to buy and provides a check on 
the efficiency of its production and distribution.” With regard to the control 
of industry, the signatories emphasize their determination to maintain con- 
ditions in which the small trader can grow and prosper. Theystress that, while 
bigness is not synonymous with badness, ‘‘ a point does come where an in- 
dividual firm or group of firms obtains a position of dominance in some aspect 
of our national life—a dominance which it should neither exercise, nor wish to 
exercise, Without the counsel and authority of Government itself.” 


THoseE who follow the currents of American opinion can have little doubt 
about the identity of one country in which, as Mr. Winston Churchill put it 
in a recent speech, politicians and soldiers fight with “ equal 
Senate vigour and ferocity.’’ Unfortunately, one of the devices 
Arithmetic adopted by embattled American politicians is to rake up 
imaginary grievances against America’s allies, in order to 
secure sticks with which to beat the Administration. Such accusations having 
primarily a domestic political motive, they should not perhaps be taken too 
seriously. At the same time, it is important that the wilder flights of fancy 
should be exposed for what they are, lest in the process Anglo-American rela- 
tions become permanently embitter¢ d. 

A case in point is the remarkable complaint of the five globe-trotting 
American senators that the United States “is playing the réle of dupe to 
such an extent that per capita debt has been run up by {160 in three years,” 
whereas British debt per capita has risen ‘‘ by no more than {14.”" Taking a 
round figure for the British population of 50 millions, an increase of {14 per 
head would represent a debt creation of £700 million. Leaving aside the 
question whether debt movements provide any relevant criterion of sacrifices 
in the common cause, one would search in vain through our financial returns 
to find a basis for any such figure. In the three years to March 1943, our net 
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internal debt rose from £7,999 millions to £15,566 millions, or by £7,567 millions, 
equivalent to £151 per head. In the four years to March 1943 the increase 
was {8,435 millions, equivalent to £169 millions per head. One would imagine 
that any American senator, to say nothing of five senators in combination, 
could have had little difficulty in securing access to these published figures. 
One has at any rate the right to expect that public men who set out to criticize 
their country’s allies should not brandish statistics which are the product of 
nothing but irresponsible ignorance. 


In its monthly review for August, the Federal Reserve Bank of New York 
discusses a problem which did not arise in this country owing to the nation- 
wide branch of network of the large banks and the fact that 
War and the the whole banking system is focused on London: namely, 
New York the draining of financial reserves away from New York to 
Money Market other parts of the United States. ‘‘ The New York money 
market,’’ it is pointed out, “ has been subject to persistent 
and heavy net transfers of funds to other sections of the country. At the same 
time, the influx of gold from abroad, which had been enlarging reserve balances 
of the New York banks and swelling their excess reserves to record totals, 
came to a stop. The losses of reserve funds from the New York District 
to other districts through Treasury transactions have been accounted for in 
part by the relatively large proportion of tax revenues derived from the 
District (around 25 per cent. in the case of income taxes), in part by the un- 
usually heavy purchases of Government securities by banks, insurance com- 
panies, and other large institutional investors located in this District, and 
in part by the decentralization of war plants and the consequent shift in the 
distribution of Government expenditures toward other areas. . . . There is 
left an important residual item of commercial and financial transactions. 
The probabilities point to heavy transfers of business balances to other sections 
of the country where existing plants were being converted to war production 
and new plants were being constructed and put into operation. . . During the 


first seven months of 1943, losses of reserve funds by Second District member 


banks through Treasury transactions amounted to about $3,000 millions, or 
more than the loss from this source during the whole of 1942 ($2,260 millions). 
Commercial and financial transactions, however, showed a counterbalancing 
gain of $2,150 millions during the first seven months of this year. . . . The 
abrupt reversal in commercial and financial transactions is explained in part 
by the heavy net purchases of Government securities in the open market by 
banks in the other districts which have occurred since the close of the December 
War Loan drive. Such purchases are estimated at approximately $2,400 
millions for the first five months of 1943. . . . The more general disposition of 
banks in other parts of the country to make full use of their available reserve 
fund has also operated to reduce the net flow of funds from the Second 
Federal Reserve District to other districts. A continuance of this tendency 
Over coming months may work in the same direction, inasmuch as virtually 
all of the $1,000 million excess reserves now held by member banks through- 
= the country are in possession of banks outside the Second Federal Reserve 
istrict.” 
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On October 5, the previous week’s Bank return having shown that the note 
reserve was reduced to only £13,776,000, the fiduciary issue was raised by a 
further {£50 millions to {1,050 millions. This is the tenth 

Fiduciary increase since war began. The indications are that the total 

Issue of notes actually in circulation will have touched the £1,000 
Up Again million mark by the beginning of November, and that a further 
increase of £50 millions in the fiduciary issue will be needed 
to meet the Christmas note withdrawals. On this occasion, the announcement 
of the fiduciary increase was accompanied by a statement by a financial 
authority, pointing out that, while the present industrial activity calls for an 
increase in the supply of notes for wages and retail trade, there is no doubt 
that the carrying of unnecessary notes by individuals has ‘also been a factor. 
It was emphasized that notes should not be hoarded but paid into a bank, 
if only on the grounds of safety, since many minor tragedies occur every year 
through the loss or destruction of hoarded notes. 

A curious feature of the statement was the contention that “in any 
currency which is to command confidence, notes must have a backing of value 
behind them.’’ One would have thought that the course of events since the 
outbreak of war might have been specially designed to dispose once and for 
all of this hoary myth, since virtually the whole of the Bank’s gold was trans- 
ferred to the Exchange Account at the outbreak of war. If it is sought to 
contend that Government securities represent backing “ of value,’’ one finds 
oneself in the curious position of arguing that the public will only accept what 
is virtually the Government’s demand obligation if this is “‘ backed ”’ by the 
Government’s undertaking to pay—in these same demand obligations—at 
some future date! The only attribute needed to inspire confidence in any 
currency, of course, is the belief that it will at any time be accepted by other 
members of the community in exchange for goods and services, and at some- 
thing like prevailing prices 


No fresh trends are apparent in the clearing bank figures for September, but 
they reveal the passing of yet another landmark of war finance. As had been 
anticipated, the banks’ combined holdings of Treasury deposit 

T.D.R. receipts rose for the first time well above the £1,000 million 
over £1,000 mark. The actual rise was one of as much as £88 millions to 
Millions {1,044.5 millions, which leaves the total of Treasury deposit 
receipts less than £116 millions short of the investment total. 

Since T.D.R. holdings rose by more than {£200 millions in the final quarter 
of 1942, and investments only by {24 millions, the indications are that deposit 
receipts will easily displace investments as the largest single banking asset 


before the end of the year 
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It will be seen that the rise of £88 millions in T.D.R.s compares with an 
increase—somewhat larger than in the corresponding month of 1942—of 
only {67 millions in deposits, money market assets having been reduced by 
over £30 millions. This makes a contraction of over £47 millions in the money 
market items since the end of July. During August and September, the out- 
standing tender Treasury Bill issue remained unchanged at {1,170 millions, 
the maximum possible with a weekly offer of {90 millions. Early in October, 
the offer was raised to £100 millions, permitting an increase of £130 millions 
in the outstanding issue, consisting of the very useful January-March maturities 
which serve to protect bank cash (without official intervention) against too 
drastic a depletion during the period of peak revenue inflow. On the other 
hand, the bulk of the Treasury’s current deficit financing continues to take 
place against Treasury deposit receipts, the weekly issue of which was also 
raised to {100 millions early in October to provide anything up to {50 millions 
of new money, though it was sharply reduced again later in the month. 


YeT another increase in discount market capital took place at the beginning 
of October, when Messrs. Allen, Harvey and Ross announced the issue of 
£250,000 in 5 per cent. cumulative preference shares of £1, 
Allen, thus doubling the issued and paid-up capital. At the same 
Harvey , time, the business was converted from a private unlimited 
and Ross' company into a private Jimited company. Prior to this 
announcement, it had been expected that on any further 
discount market issue of preference capital some lower rate than 5 per cent. 
would be paid, such as 44 or even 4 per cent. Since bond holdings may not be 
increased by more than the equivalent of eight times the additional capital, 
and since running profits are now seldom above 1 per cent., the margin of 
profit remaining to the market house on a 5 per cent. issue is a comparatively 
narrow one in relation to the liability incurred. As a compromise between a 
flat 5 per cent. and some lower nominal rate, it is understood that the Allen, 
Harvey and Ross issue was placed at a substantial premium. 


Towarps the end of October a fresh Bank of England notice was issued, the 

effect of which is to permit some unfreezing of blocked sterling, while at the 

same time excluding short-dated securities from the list of 

Blocked permissible investments. It is proposed to discuss these 
Sterling changes more fully in our next issue. 


THERE is a great and urgent demand for used photographic film, which has 

very important applications in the war effort. The salvage of such film can 

serve two good causes simultaneously if the exposed film 

Photographic is sent to Guy’s Hospital, whose general funds benefit from 

Films for its sale. In the process of obtaining the required material 

Salvage from the used negative, it should be pointed out, the 

photographic image is utterly destroyed. It may be 

mentioned that the Midland Bank has already passed on no less than 250 
million film records, measuring 1,000 miles. 
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A World Bank ? 
By Paul Einzig 


"Time past month witnessed some interesting new developments in the 











negotiations for an international currency agreement. It also saw the 

disclosure of some curious developments that have been going on behind 
the scenes. Towards the end of September a British delegation, headed by 
Mr. Richard Law (who has since been appointed Minister of State) and including 
Lord Keynes and Professor Lionel Robbins, went to the United States to discuss 
with the Washington Administration matters relating to the currency scheme 
and to the creation of international commodity pools. It was expected in 
usually well-informed circles that an agreement would be reached at least on 
matters of principle before very long, and the creation was envisaged of a 
drafting committee—consisting of representatives of this country, the United 
States, the U.S.S.R., China, two continental Governments and two Latin- 
American Governments—for the elaboration of a detailed scheme. To the 
layman it sounded strange that the conclusion of an agreement should be 
anticipated, considering that the revised draft of the White Plan, which was 
allowed to “ leak out ”’ in August, was even less compatible with the Keynes 
Plan than the original American draft. It appeared that under the influence 
of hostile criticism from Congress and Wall Street, the United States Treasury 
had adopted an uncomprising attitude, and that consequently the only con- 
ceivable way in which the two Treasuries could possibly agree would be through 
the acceptance of the American point of view. 

In reality, the discrepancy between the British and American points of 
view, though considerable, was not as sharp as it appeared on the basis of the 
published facts. Behind the scenes, the United States Treasury was in fact 
prepared to make important concessions. The true facts were revealed in 
the inancial News of October 4 and October 7, and threw strange light on 
the tactics pursued by the United States authorities concerning publicity 
about the currency plan. It is now known that the summary of the new draft 
of the White Plan which was allowed to leak out in August was at that time 
already obsolete. It was not based on exchanges of views with Allied experts 
(as it was claimed to be), but was a draft handed to the Allied delegates on 
their arrival in Washington at the beginning of May. The United States 
Treasury prepared a third draft on the termination of the talks at the end of 
June, and handed it over to the Allied Governments nearly two — 
before the public was treated to a summary of the obsolete second dra 

The third draft, though in many ways still considerably more unf: oar 
than the original draft, compared favourably with the — draft. Tor 
instance, the minimum proportion of gold payments by the Governments 
participating in the Stabilisation Fund scheme was fixed at 30 per cent. of 
the quotas, compared with 50 per cent. in the second draft and 5 per cent. 
in the first draft. While in the original scheme member Gove rmments would 
have been able to pay with their national currencies for the foreign exchange 
purchased from the Fund, in the second draft they were required to pay 
50 per cent. in gold; in the third draft countries whose gold reserves were 
not more than 5 per cent. of their quotas were exempted from this drastic 
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provision. Even so, the terms of the third draft were far from satisfactory. 
But one is permitted to wonder why the United States authorities should have 

gone out of their way to draw the fire of criticisms in this country by publishing 
the obsolete and most drastic second draft. 

What is even more perplexing is the secrecy with which the authorities 
surrounded the second part of the White Plan concerning the creation of an 
International Reconstruction Bank. The secrecy appears all the stranger 
because in itself the Fund scheme was narrow, unimaginative and unattractive, 
whereas combined with the Bank scheme it presents a distinctly more attractive 
proposition. For the Bank scheme is nothing if not grandiose. The Bank is 
to have a capital of $10,000 millions, of which “$2 ,000 millions would be paid up 
to begin with. It is to have the power to issue its own international notes to 
the extent of twice its gold reserve ; to issue its own debentures to an unlimited 
amount ; and to rediscount with Central Banks of member countries unlimited 
amounts of bills from its portfolio. In theory, at any rate, these powers would 
place at the Bank’s disposal virtually unlimited foreign exchange resources. 
The original scope of the Bank included, moreover, the organization and 
financing of international institutions for the development and distribution of 
raw material resources and for the stabilization of the world prices of essential 
raw materials. The main points of the scheme are given in an appendix to 
this article. 

Admittedly, even with the modification of the second draft of the White Plan 
in the third draft, and with the addition of the grandiose Bank plan (which, 
incidentally, was later whittled down to some extent), the American currency 
plan remains open to grave objections from the point of view of Great Britain 
and most European countries. Notwithstanding the advantages the combined 
plan unquestionably offers, it is certainly not worth our while to pay for these 
advantages with the abandonment of the elasticity of sterling, the relaxation 
of exchange control, and the acquisition of a gold stock beyond our immediate 
means. The latter consideration deserves more emphasis than it has received. 
If this country is to contribute in gold 30 per cent. of its quota in the fund 
and 20 per cent. of its paid-up capital in the Bank, it would have to borrow 

the gold from the United States, which is not a very satisfactory arrangement. 

The removal of exchange control would spell disaster. As for the stabilization 
of sterling in terms of gold and dollars—even with an escape clause providing 
for a limited devaluation without special authorization—any such proposal 
encounters growing opposition in political and industrial circles and in public 
opinion. 

Although the general public does not understand the intricacies of the 
currency schemes, it has an instinctive horror of going back to gold. Such a 
step would incur great unpopularity for the Government taking it, and Mr. 
Churchill, having assumed re sponsibility for this country’s return to gold in 
(925, is anxious to avoid incurring responsibility for it for a second time. It 
is true that in the ordinary way it is the Chancellor of the Exchequer and not 
the Prime Minister who is blamed for a bad currency arrangement. Since, 
however, fate would have it that Sir Kingsley Wood’s death should confront 
the Prime Minister with the necessity of selecting a new Chancellor of the Ex- 
chequer on the eve of a vital decision on the post-war currency system, Mr. 
Churchill assumed direct responsibility for that decision. For this reason, it 
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seems reasonable to hope that, even though Sir John Anderson may be inclined 
towards monetary orthodoxy (he is known to have changed the Treasury’s 
attitude towards the American Plan immediately on assuming office), the 
Prime Minister and the War Cabinet will prevent any decision which would 
commit this country to an unduly rigid stabilization of sterling. Indeed, it 
appears at the time of writing as though the conclusion of an agreement, which 
seemed to be imminent at the end of September, would suffer indefinite delay. 
Meanwhile, various influential interests—including the F.B.I. and the Labour 
Party—are expected to register their objections to stabilization, and as a result 
the Government’s attitude will have to stiffen. 

One of the reasons why the Government is expected to be under stronger 
pressure against going too far towards accepting the American point of view 
lies in the publication of American post-war intentions regarding shipping. 
It is now evident that the United States is determined to secure for herself, 
in addition to a very substantial favourable trade balance, also considerable 
income from invisible exports such as shipping, air transport, international 
banking, etc. She can only do so, however, if she provides the rest of the world 
with the wherewithal to pay for her surplus of visible and invisible exports. 
And since she is evidently very anxious to have such a surplus, surely it is not 
for the rest of the world to apply to her for the dollars with which she wants to 
be paid: it is for the United States to go out of her way to keep the world 
well supplied with dollars unless she wants to renounce her ambition of a huge 
surplus. This being the case, it stands to reason that the countries concerned 
should have a say regarding the terms on which the dollars are to be supplied 
to them, and not be expected simply to sign on the dotted line. 


Main Points of the Bank Plan 


Capital and Constitution 


HE Bank would have a capital of $10,000 millions in shares of $1 million 
"Tesch According to the original draft 50 per cent. would be paid up at 
the time of subscription, half in gold and half in national currency. 
Later reports state that only 20 per cent. would be subscribed at the outset, 
with not more than 20 per cent. callable in any one year. Subscriptions in 
national currency would be replaced by gold at the rate of 2 per cent. per 
annum. Each member Government would subscribe to a minimum number 
of shares determined by some formula such as 2 per cent. of national income. 
Each member would have 50 votes plus one vote per share, with a maximum 
of 25 per cent. of total votes irrespective of the sums subscribed. The United 
Nations Stabilization Fund could subscribe to 100 shares, but would have 
only 50 votes. 

To be eligible for membership a Government must be (a) a member of the 
Stabilization Fund and (b) at peace with member countries. Any member 
held by two-thirds of the members of the board (not of member votes) to have 
committed an act of military aggression against any other member shall 
forfeit membership. 

Administration would be vested in a board of directors, one director and 
one alternate appointed by each participating Government. Heads of Depart- 
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ments and similar officers would be appointed by the board on the recom- 
mendation of the president. The board might appoint an executive committee 
from among its members and also appoint advisory committees chosen wholly 
or partially from persons not regularly employed by the bank. 

Except where otherwise provided, decisions of the board would be by 
simple majority, but authorization of loans and other operations would 
require a two-thirds majority. 

Objectives 

To provide capital for the economic reconstruction of the member 
countries. 2. To facilitate a rapid and smooth transition from a wartime 
economy to a peacetime economy in the member countries. 3. To supply 
short-term capital for the financing of foreign trade among the member 
countries where such capital isnot available from private sources at reasonable 
rates. 4. To help strengthen the monetary and credit structures of the 
member countries by redistributing the world gold supply. 5. To eliminate 
the danger of world-wide crises that are financial in origin, and to reduce the 
likelihood, intensity and duration of world-wide economic depressions. 6. 
To help stabilize the price of essential raw materials and other important com- 
modities. 7. To raise the productivity, and hence the standard of living, 
of the peoples of the member countries. 8. To promote a greater degree of 
economic co-operation and collaboration among the member countries. 9. 
To make easier the solution of many of the economic and political prob- 
lems that will confront the “‘ peace conference.’’ 10. To enhance the oppor- 
tunity throughout the world for a healthy development of democratic 
institutions. 11. To provide for the financing and distribution of foodstuffs 
and other essential commodities needed for the relief of populations devas- 
tated by war conditions. 12. To promote an equitable access to scarce 
essential raw materials. 


Super-Central Bank Functions 


The Bank would have to be given authority to buy, sell, hold, and deal 
in gold, and the obligations and securities of any participating Governments ; 
to act as a clearing house for funds, balances, checks, drafts, and acceptances 
for the account of participating Governments or their financial agencies, and 
accept demand and time deposit accounts from the participating Governments 
and their fiscal agencies. 

It should also have the authority to discount and rediscount bills and 
acceptances and other obligations and instruments of credits of participating 
Governments and fiscal agencies and finally to act as agent or correspondent 
to any participating Government. 

In short, the bank is to perform virtually the same services for the par- 
ticipating Governments that a central bank performs for the banks within a 
country. How much the various categories of services would be used only 
experience would demonstrate. 

For many years the activities of the Bank in servicing the member Govern- 
ments or their fiscal agents would be quite unimportant. On the other hand, 
it is possible that in time the Bank will become quite useful to the member 
Governments. 

It is expected that the Bank would interfere as little as possible with the 








54 THE BANKER 





activities of private banks, and would perform only those services which the 
private banks are unable, for one reason or another, to perform efficiently, 
or which are not performed at all. An exception to the above would be the 
operations of Governments and central banks. 


Conditions of Loans 


The servicing of the loans made by the Bank would be fully guaranteed 
by the National Government of the borrowing country. Other suggested 
conditions of loans are as follow : 

(a) It would have to be reasonably certain that funds cannot be borrowed 
by the Government in question from private investors except at high rates of 
interest. The Bank should carefully avoid competing with private investors 
when they are willing to invest or lend at reasonably low rates of interest. 

(b) Might well be that the loans can be made only after a careful study 
and written report has been made by a competent committee on the merits 
of the project and the loan. This condition would prevent hastily conceived 
action and also provide a record for the basis of any action taken by the Bank. 
[t is a procedure which would be followed in most cases by the Bank anyhow. 
Because of the non-profit nature of the organization and the fact that it is a 
co-operative undertaking, such studies and reports are especially important. 

(c) Might be that financial aid should be forthcoming only when the 
committee’s report definitely indicates that the loan would serve directly or 
indirectly to permanently raise the standard of living of the borrowing country. 

This provision would seem to be desirable in order to avoid loans that 
would finance armaments or would permit careless budgetary practices, or 
loans to meet a deficit created by unwise fiscal policy. . . . An exception to 
the above could, of course, be emergency relief loans. 

(d) The funds borrowed should not be used for purposes of repayment of 
an old loan. Unless some such requirement is imposed the funds of the Bank 
will be sought too frequently for the purpose of bailing out defaulted bond- 
holders. . . . What the Bank is interested in is in expanding production, not 
in assuring past investors of the security of their investments. 

Nonetheless, there will be cases in which a refunding loan at a low rate 
of interest might be of help in relieving pressure on the country’s budget. 
( Lonside ‘ration might, therefore, be given to the possibility of permitting loans 
or that purpose providing a four-fifths vote of the board of directors is obtained. 

(e) Finally, loans should be made only at low rates of interest with the 

schedule of repayments varying with the project. The conditions of the loan 
ought never to be such as to impose a burden on the borrowing Government— 
ither on its or in its balance of payments situation—so heavy as to create 
economic difficulties for that country. . . . Low interest rates will have the 
ffeet of encouraging countries to borrow for productive purposes and make 
it possible at the same time for them to build up their credit over a course 
of years and thus encourage private investment. 


Countries in Default 


Special conditions are suggested governing loans to countries whose debt 
service is in default. 
If governments in default were made eligible for loans, it is pointed out, 
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again the danger would exist that the funds of the Bank might be used for 
the benefit of old bondholders and creditors rather than for the purpose of 
increasing the standard of living or productivity or trade of the borrowing 
nation. On the other hand, many countries are in default, and a number of 
them may be the very ones in need of financial aid. It would seem, therefore, 
that they should not be excluded from the possibility of borrowing, provided 
certain conditions are present. For example, the loan in default may have 
been made by the Allies in a common war. This would apply, for example, 
to the British and French debts to the United States. It would seem that such 
loans should be excluded from the limitation. 

A second condition, and one that has great possibilities for good and some 
possibilities for evil, is that a loan might be permitted to a Government in 
default provided that Government has agreed to renew the service of the 
defaulted debt on a basis worked out by a special committee appointed by 
the Bank for that purpose. A splendid job could be done in facilitating debt 
adjustments. With a committee of the Bank making the recommendations, 
the loan could be forthcoming if the defaulting Government accepted the 
committee’s recommendation of terms of adjustments irrespective of whether 
the bondholders did or did not. As it is now the bondholders are in a position 
frequently to prevent the Government from extending any credits on the 
grounds that they are not satisfied with the terms of adjustment offered by the 
defaulting Government. 

Finally, 90 per cent. of the member votes (instead of the normal two- 
thirds majority) would have to approve the loan. } 


Guarantees of Private Loans 


{n order to stimulate the flow of private capital and also to make the 
Bank’s capital go as far as possible, it would be desirable wherever possible 
for the Bank to utilize the method of guaranteeing loans made by private 
investors instead of making the loans directly. 

The Bank would probably take the greater portion of the risk but in return 
for that it could make certain that the loan would be made under conditions 
and terms which received its approval. It would seem that such terms should 
include : (a) A low rate of interest, probably not to exceed 3 or 4 per cent. 
(b) Not more than 8o per cent. of the principal and 50 per cent. of the interest 
is guaranteed. (c) The loan is not for the purpose of repayment of an old loan. 


Loans to Finance Metallic Reserves 

rhere will doubtless be opportunities, it is suggested, to make loans for 
the purpose of providing metallic reserves or otherwise strengthening the 
monetary systems of the borrowing country. These loans could have a very 
salutary efiect both because they would help promote monetary stability 
and would encourage the flow of private capital. 

Loans of that character should, it seems, bear a specially low rate of interest 
for three reasons. In the first place, such loans do not yield profits to the 
borrowing country of a character which are easily measurable. . . . Secondly, 
it would help defeat the purpose of the loan if high interest rates were charged, 
inasmuch as the burden caused by the loan would in that case tend to vitiate 
rather than to strengthen the benefits the loan might otherwise have. Finally 
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it might be said that in many cases the risk involved in lending metallic 
reserves for a monetary system under proper circumstances are less than other 
types of loans. For these reasons it would seem that an interest rate even 
as low as I per cent. on loans of metallic reserves for a strengthening of the 
country’s monetary system might be in order. 

(It is further suggested that loans for the purpose of providing metallic 
reserves or otherwise strengthening monetary systems might have longer 
terms of repayment than loans made for other purposes.) 


Raw Materials Control 


A number of possibilities exist for the development and proper distribution 
among nations of raw material sources, the memorandum suggests. 

It is too early to know what will happen to the colonies of European nations 
now in enemy hands that possess needed raw materials. . There would 
doubtless be considerable opposition to the resumption of control of important 
sources of raw materials by any one nation. . It may be that the problem 
of determination as to the sovereignty of particular areas invaded by the enemy 
would be simplified if some instrumentality were developed to provide for 
the exploitation and the distribution of the products among co-operative inter- 
governmental lines. . . . Under such arrangement it would still be possible 
for private capital and managerial services to operate such resources with an 
international organization determining such major policies as prices and 
national quotas of sale, by virtue of some financial participation. . . . Were 
the Bank able to help solve the problem of preventing monopoly of control 
of necessary raw materials, it will have made a large contribution towards 
removing one of the elements of friction among the nations. 

Such an organization need not be created by the Bank, it could be a quite 
independent international undertaking. Yet the Bank being an international 
governmental institution operating for the benefit of all the members, and 
having large financial resources, would seem to be an appropriate agency for 
the promotion and partial financing of international controls over raw material 
sources.* There is urgent need for the establishment of an agency owned by 
a number of interested governments which shall engage in activity having 
for their objective the stabilizing of the prices of important commodities. To 
develop a satisfactory working arrangement capable of evening up the gluts 
and scarcities of important commodities and raw materials—such as tin, 
rubber, cotton, coffee, wheat, corn—will prove to be a very difficult task. 

It is presumed that if satisfactory plans could be worked out for the 
establishment of an international commodity stabilization corporation it 
would include as one of its most important functions the authority to purchase 
a selected commodity when the price rose above a selected level and sell when 
it fell below a selected level. . . . The amount of capital which a corporation 
attempting to carry out such a plan could absorb would be very great indeed. 
To help finance itself it could give its notes to the sellers of the commodity 
for part of the purchase price. The bank would be given authority to discount 
these notes, provided the Government of the country in which the sellers of 
the commodity residk d would endorse the notes. . . . In this way the activities 





* According to later reports, the control of primary commodities would not now be included 
in the Bank scheme. 


~- 


tallic 
ther 
even 
the 


allic 
nger 


tion 


ions 
yuld 
ant 
lem 


for 
ter- 
ible 

an 
ind 
ere 
rol 
rds 


ite 
2al 
nd 
for 
ial 


ng 
To 
its 
n, 


he 


MAIN POINTS OF THE BANK PLAN 87 














of the corporation would be partly financed by the Bank without the Bank 
taking great risks. It also would make possible the sale of surpluses by 
Governments which could not afford under other circumstances to finance 
the warehousing or purchasing of these surpluses. 

To give effect to these principles, it is proposed that : 

(t) The Bank can organize and finance an International Essential Raw 
Material Development Corporation for the purpose of increasing the world 
supply of essential raw materials and assuring member countries an adequate 
supply at fair prices, provided: (a) Three-fourths of the member votes 
approve each separate project and amount invested. (b) The product is sold 
to member countries on equal terms 

(2) The Bank can organize and finance an International Commodity 
Stabilization Corporation for the purpose of stabilizing the price of important 
commodities provided: (a) At least five Governments participate directly in 
the management and operation of the corporation and subscribe to part of 
the capital of the corporation. (6) The corporation will undertake to 
stabilize the price of any specific commodity only with the consent of the 
Bank. (c) The policy governing the operations of the corporation gives, in 
the opinion of the Board, proper weight to the interests of world consumers 


as well as producers. 


Dollar Diplomacy 


HERE has been a tendency in some quarters to dismiss the World Bank 
"T pss as grandiose and over-ambitious. That may be a valid criticism. 

What would be altogether unrealistic would be thus to wave aside the 
Bank plan and still remain prepared to discuss seriously the currency stabiliza- 
tion scheme as an isolated project ; for it is quite certain that unless it were 
supplemented by some project on the lines of the Bank plan, no currency 
scheme could hope to work. The two plans are inseparable and must be 
judged as parts of a single programme of reconstruction. 

This would not be the case if the United States could be expected to accept 
the import surplus appropriate to her status as a creditor country. But even if 
America were not impelled towards mercantilist policies by her strongly 
protectionist tradition, the prevalence of obsolete and reactioné iry monetary 
ideas would be sufficient to obstruct the attainment of full employment by 
spending policies: and with the constant threat of mass unemployment in 
the background, an import surplus becomes unthinkable and an export surplus 
a heaven-sent alleviation of the most crucial of all domestic problems. This 
tendency can only be reinforced by autarkic trends such as the desire for 
inde pe ndence of overseas sources of strategic materials and the shipping 
services of other nations. 

In this impasse, the only solution compatible with free and stable exchanges 
is a physical export of goods and services from the United States free of 
immediate payment in dol lars. It is here that the Bank plan links up with 
and supplements the currency plan. The more goods are sent abroad by way 
of relief to devastated countries or as long-term loans to undeveloped areas, 
the lower the equilibrium value for the dollar in terms of other currencies. 
Thanks especially to the far-sighted proposal that no conditions would be 
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laid down as to the country in which the proceeds of a loan should be spent, 
the operations of the World Bank could -do much to alleviate an otherwise 
inevitable world shortage of dollars. Apart from this purely mechanical func- 
tion of offsetting the financial obligations of other countries to the United 
States, the Bank could also assist indirectly in the achievement of an expanding 
world economy by raising the productivity of undeveloped areas such as China, 
by promoting confidence and thus encouraging the investment of private 
capital, and by offering an inducement to defaulting debtors to meet their 
obligations. The finance of reconstruction itself would prevent social dis- 
integration and political disturbances in the defeated countries, while helping 
to avert a post-war depression. 

When all this is said, however, it remains true that an export of capital 
can only be a very inferior substitute for an appropriate change in U.S. com- 
mercial policy. There is not only no guarantee that the Bank’s net lending 
would be so adjusted as exactly to meet world dollar requirements at existing 
rates ; there is nothing in the Bank’s constitution to show that this would in 
fact be its underlying policy. Past experience clearly proves, moreover, that 
an export of capital is a highly precarious equilibrating factor. And even 
if a capital outflow were forthcoming steadily and on exactly the right scale, 
it would not solve but merely postpone the problem of American commercial 
policy ; for the accumulation of overseas investments over a period would 
merely render doubly imperative the acceptance by the United States of an 
import surplus at some future date. 

From the purely economic viewpoint, therefore, the Bank plan does not 
appear so overwhelmingly attractive as to justify acceptance of an unduly 
rigid currency plan for the sake of the prospective benefits under the Bank 
scheme, and in reliance on the Bank to solve all the difficulties of currency 
stabilization. All the more dubious do the advantages of participation become 
when it is realized that the project is not put forward simply and solely as an 
economic mechanism, but has definite political implications and dangers. 

In the first place, considerable interference with the domestic policies of 
borrowing countries might arise from the condition that loans would not be 
granted to countries indulging in “‘ careless budgetary practices ’’ or to mect 
a deficit created by ‘‘ unwise fiscal policy.”” Everything here clearly depends 
on the definition adopted of what constitutes sound policy. There is all the 
difference in the world between a deficit which results in true inflation and one 
which is needed to prevent unemployment and a decline in the national income. 
Any attempt to reimpose on the world as a whole the old fetich of a balanced 
budget would be strongly resisted and resented in this country. It has to be 
remembered, too, that every member of the Bank scheme would also be a 
member of the Stabilization Fund. Circumstances might well arise in which 
the wage level in a particular country had got out of alignment at existing 
exchange rates, so that a devaluation of the exchange, coupled with public 
spending to m Linté iin employment, would be necessary to restore equilibrium 
at the existing internal price level. There might be a a strong temptation in 
this situation for the controllers of the Bank to insist upon a balanced budget 
as a condition of a loan, in the hope that by this means the domestic wage 
level of the intending borrower could be forced down and the exchange adjust- 
ment rendered unnecessary. 

Secondly, the proposals regarding the use of gold are peculiarly well 
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adapted to the special interests of the United States. In an article discussed 
in last month’s issue, Prof. Viner points out that the United States interest 
is to protect the value of existing stocks and that of the British Empire to 
protect the prosperity of the gold-mining industry ; he therefore concluded 
that any international agreement would be ‘‘ a compromise providing excess 
protection for both sets of special interests.’’ Prof. Viner under-rated the 
political acumen of his fellow-countrymen. Both the Bank plan and the 
currency plan provide for substantial contributions in gold, while it is further 
proposed that the Bank should finance loans for the provision of metallic 
currency reserves. This is transparently an attempt to redistribute American 
gold holdings on a commercial basis, though admittedly at low rates of interest. 
Mr. White’s memorandum, however, goes further than this by arguing that 
there is a fundamental difference between the use of existing gold and the 
mining of additional gold : 


“It is very inexpensive to use the gold already in world monetary stocks. Even the 
cost of shipping from one country to another can be avoided through development of ear- 
marking. The only expense of using gold already mined is the smali value that gold would 
have for industrial uses if it had no monetary value. The situation is quite different with 
respect to further additions to the gold stock—and more complex. Obviously there is a 
real cost as well as a monetary cost involved in mining and refining gold. In so far as the 
gold would not be produced had it only commodity value, and in so far as the labour and 
material used in gold mining would be used for some other purpose, it is true that additions 
to our monetary gold stock are expensive. 

‘The solution to that, however, is simple—namely, just limit or control the additions 
of newly-mined gold to the world’s monetary stock. This is not the place to discuss the 
method ; suffice to say it is entirely feasible should it ever be deemed desirable.” 

The argument is plausible, but it involves a curious contradiction. It 
means maintaining at one and the same time that every ounce of existing gold 
is worth $35, but that it would not be worth while devoting $35 of resources 
to obtaining an additional ounce. The inconsistency can be overcome only 
by maintaining that the monetary value of the metal can be a completely 
artificial one, just as a piece of paper of no intrinsic value is declared to be 
worth a pound ; but in this case, the dangerous thought obtrudes, why not 
just use a piece of paper? One suggests that Mr. White should apply his 
reasoning to the case of existing houses and new houses, and see how they 
sound in that context. 

3ut by far the most sinister political implication of the scheme, from the 
British point of view, arises in connection with the control of raw materials. 
We are told that there would be considerable opposition to the resumption 
of control of important sources of raw material by any one nation, and that 
an international organization might simplify “ the problem of determination 
as to the sovereignty” of the colonies of European nations now in enemy 
hands. This surely calls for an official reminder that, so far as British colonies 
are concerned, no such problem of sovereignty exists. The question was 
closed once and for all by Mr. Churchill’s forthright declaration last November : 
“I have not become the King’s First Minister to preside over the liquidation 
of the British Empire.” 
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-Countervailing Credits 
By W. W. Syrett 


Tite practice by which bankers open credits for reputable shippers, on 
the security of commercial credits opened in favour of the same customers 
by their buyers, is one which deserves more than the scant notice it has 
hitherto attracted. It constitutes a specialized type of operation which is 
at present giving rise to rather larger proportions, within the total of “‘ credits, 
acceptances, etc., on behalf of customers,” than was general before the war: 
although the absolute total is probably smaller, the fact that trade is becoming 
aware of certain possibilities on these lines gives rise to the natural question 
whether or not banks can look for a larger participation in trade finance by 
means of the device under examination. It also raises the related problem 
of the desirability of the practice thus thrown into prominence. 

In a period when all forms of merchandise are in short supply, the seller 
occupies a stronger bargaining position vis-a-vis the buyer, and so he can insist 
with impunity on the greater degree of financial security afforded by a bankers’ 
credit instead of se ling on open account. This cuts both ways. A London 
merchant who formerly paid his suppliers by cheque at his convenience and 
sold, let us say, ‘‘ cash against documents ”’ to overseas importers, now finds 
manufacturers requiring settlement by bankers’ confirmed credit. In turn, 
he himself also demands a credit before he is prepared to enter upon an irre- 
vocable contract for the sale of goods. In the last two years or so this credit 
rule has been applied to trades which had never formerly employed such 
methods. This is particularly so in Eire’s import trade, and in much of the 
turnover of merchants of international repute and scope whose operations lie 
largely outside the British Isles. 

A second factor which must be brought into perspective, as from the 
trading community’s standpoint, is that of cost. Trade which is now turned 
over by credit and counter-credit bears bankers’ commission, cable, postage 
and other chi nee s which it is not normally called upon to meet. Such costs 
amount to, say, } per cent. for commission alone, which means that the total 
of additional charges can be conservatively estimated at 1 per cent. In times 
of plenty this would constitute a serious burden, assuming it to represent a 
net addition to price. Though the increase is small by comparison with war- 
time freight and insurance rates, and thus not of great present importance, an 
indefinite extension of the practice in normal times cannot be looked for unless 
the banks can show their customers a saving in interest charges sufficient to 
offset substantially the additional current expenses. Here, of course, we touch 
on the wider topic of the general long-term tendency for trade and industry 
to finance ever larger proportions of turnover by means of its own funds. 
The main point for present purposes is that it is a long way from the last 
gunfire to the overflowing market: for this reason, trade will of necessity 
look to the banks to provide countervailing credit finance for some years after 
the war. 

The credit-against-credit device calls for careful handling on the banker's 
part, in order to ensure that there is no slip-up between the credit opened 
in favour of one’s customer by some bank (probably an overseas institution) 
and the countervailing credit opened by oneself in favour of the customer's 
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supplier. In applying the banker’s tests there is usually the advantage that 
the credit-inwards exceeds in amount the credit-outwards one is asked to 
open, and thus the double deal appears to provide its own margin of security. 
On occasion the margin proves to be illusory, as where intervention by a banker 
in the transactions of a defaulting customer involves responsibility for freight 
and insurance. It is not unusual for merchants to buy ex-warehouse or f.0.b., 
whereas their selling prices are normally c.1.f. overseas port. The illustration 
serves to indicate that the margin between the two credits is only a net security 
to the banker if it represents the customer’s pure profit ; and in any case the 
banker’s main and essential security is the integrity of the customer. 

The City generally is, quite rightly, suspicious of any operation which 
savours of pure finance apart from legitimate trade indebtedness. For this 
reason, as will be readily remembered, attempts were made to get the German 
Standstill bills revalorized on trade operations, by documentation. Even the 
practice of granting acceptance credits against negotiable documents in course 
of collection was not readily welcomed, because the trade operations were so 
far divorced from the related finance bills. It is perhaps natural that an 
association of ideas should give rise to some antipathy towards the opening 
of two credits in respect of one lot of goods, and that suspicions should be 
aroused regarding the extent to which it might be contrary to public interest 
for credit (in its wider sense) to be erected on what appears to be a slender basis. 

A fuller examination, however, reveals two main grounds which vindicate 
the countervailing credit as a practice which passes the test of public interest. 
In the first place, the operations financed by this means have a dual basis 
in the legal sense. When a merchant engages to buy merchandise from a 
producer (e.g. f.0.b., as in a previous example) at an agreed price, the seller 
has no immediate interest in the subsequent disposal of the goods. The 
merchant’s sale of goods to his buyer (e.g. to an overseas importer c.i.f. port 
in a foreign country) is an entirely separate legal transaction, in which he 
again engages as a principal. The merchant interposes a stage in the chain 
between producer and consumer as real as, if slightly less tangible than, a 
process of weaving or dyeing. It is therefore quite as reasonable for bankers 
to finance the two transactions separately as it would be to accord accommoda- 
tion to both farmer and miller in respect of corn which becomes flour. 

The danger that a “ pyramid of credit” might be erected from the issue 
of countervailing credits actually exists only in imagination, because of the 
care with which bankers secure their operations. If a shipper receives a letter 
of credit from a foreign bank and offers it to his banker as security for a 
counter-credit in favour of the supplier, the bank naturally retains physical 
possession of the first L/C, which is thus not available for general circulation. 

A danger that may be foreseen is that some banks might be tempted to rely 
on the original credit for more than its strict terms provide. It is not sound 
practice, in spite of some attempts by Continental banks to establish it, to 
atti ‘mpt to read ‘ ‘Red Clause’ terms into a contract-where they are not 
explicit ; such clauses are only used in a few trades and should be restricted to 
primary products, the object of the clause being to enable exporters to collect 
supplies Pt -country. In view of the pitfalls, it is clear that any wider use of 
the red-clause credit should be restricted to cases where a weak financial 
structure within a producing country makes trade impossible except by means 
of external assistance. 
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It may be concluded that the counter-credit device is in no way contrary 
to public interest, but rather the reverse. With regard to its continued use 
after the war, it seems reasonable to suppose that it will be employed to facilitate 
trade during the reconstruction period. Thereafter, on grounds which have 
been examined, bankers can expect to provide trade with a freer flow of 
credits only if they can show the mercantile community generally that the 
advantages secured outweigh the cost of finance by countervailing-credit 
methods. Business might be fostered by extension into the realms of con- 
struction and sub-contracting, possibly involving longer terms than are 
generally considered usual, and by extending pro rata payment facilities where 
applicable, in the light of wartime experience of progress payments. If these 
and similar extensions of credit facilities can be brought into general favour, 
there is reason to believe that bankers may employ them in the financing of a 
freer flow of long-term international trade. 


Foreign Investments and the Law 
By F. A. Mann, LL.D. (Lond.) 


HE Memorandum of the U.S Treasury advocating the formation oi a 
[Bane for Reconstruction of the United Nations and Associates argues 

that: ‘ Private capital will not be able to meet all the demands of post- 
war reconstruction. It has suffered too many losses and has been too severely 
discouraged by depreciating currencies, exchange controls and Government 
defaults to justify the hope that private investors will lend large sums to 
foreign countries except possibly at rates of interest which would be extremely 
risky because of the burden they would put on the borrowing country.” 
No more authoritative statement could be made in confirmation of both 
the necessity for foreign lending in the post-war period and the discredit 
which it has suffered among private investors. While we need not concern 
ourselves in any detail with the former fact, it may be useful to analyze more 
closely some of the reasons responsible for the latter development and some of 
the remedies which a reformer may have to bear in mind. 

In a certain sense it is, of course, true and even platitudinous to say that 
the primary cause of the disillusionment of those who used to invest abroad 
is to be found in the economic and political course of the inter-war period. 
But this is by no means a complete explanation. Normally, if a debtor is 
unable or unwilling to pay, his creditor invokes the assistance of the law and 
usually finds it fairly effective and satisfactory. And while the affair may 
leave him with a feeling of disappointment and the determination to use still 
greater care in the future, it would not make him shun further lending 
altogether. The foreign lender’s reaction will be identical, but his experience 
will fundamentally differ ; in most cases he will learn that the law gives him 
very little satisfaction, and if he applies to the Executive or to some semi- 
official bodies, he will often meet no more than polite sympathy. For it is 
only in cases of loans to foreign Governments or municipal authorities that, 
according to its Charter, the Council of Foreign Bondholders is able to intervene, 
and, as to the Foreign Office, its practice seems still to be governed by the 
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policy laid down by Lord Palmerston in a circular letter of 1848, when it was 
thought ‘‘ by the successive Governments of Great Britain undesirable that 
British subjects should invest their capital in loans to foreign Governments 
instead of employing it in profitable undertakings at home.’’ The circular 
stated that it is for the British Government “ entirely a question of discretion,’ 
depending “ entirely upon British and domestic considerations,” and by no 
means a question of international right, whether they should or should not 
make the claims of British holders of public bonds and money securities of 
foreign States the subject of diplomatic negotiation. It is this virtual helpless- 
ness vis-a-vis a foreign debtor that to a large extent accounts for the present 
state of affairs, and if confidence is to be restored, an efficacious legal ma- 
chinery is essential. 

The inadequacy of the legal position is due to a variety of reasons, some of 
which cannot be obviated without a change of the law, while the force of 
others could be much reduced by good draftsmanship or greater strength in 
negotiation. 

First, it is an undeniable fact that to have resort to the jurisdiction of 
foreign courts holds out little attraction. Under the rules of the Supreme 
Court, it is true, English Courts have a wide jurisdiction over foreign debtors, 
but these rules do not by any means confer upon them jurisdiction in all 
cases in which the investor would desire it. In particular, in this country, 
as opposed to most Continental countries and most States of the U.S.A., the 
mere fact of the debtor owning property situate here is insufficient to give 
jurisdiction. This rule requires reconsideration. In the meantime it should 
be remembered that its effects can be excluded by a clause expressly giving 
jurisdiction to English or such other Courts as the creditor may select. 

Second, English law has traditionally treated a foreign debtor with a 
gentleness which is often astonishing and for which many other systems of 
law have substituted open suspicion. They have provided various methods 
of attaching or arresting the foreign debtor’s property in the event of actual 
or threatened default or similar circumstances. It is this remedy which 
permits the provisional immobilization of the debtor’s property and secures 
its availability for execution after judgment. If, pending suit, a foreign 
debtor may freely withdraw his property notwithstanding a prima facie case 
made out against him, the practical effect of a final judgment may easily become 
illusory. 

Third, insufficient regard has sometimes been had to the necessity for 
providing clearly in all material documents for the substantive law which 
should govern the transaction. Where this point has been overlooked, it is 
difficult to determine the legal system applicable to the contract, and the 
investor may find himself exposed to the hazards of a foreign country’s legal 
deve lopments. That branch of the law which is known as private international 
law wields many weapons which in the hands of the expert supply protection 
to the creditor. In fact there is no reason why a British lender should not nearly 
always insist on English law being made the basis of the loan. 

Fourth, there are difficulties of organization. In many cases the individual 
investor finds it impossible to take the initiative in protecting his rights. 
The device of interposing a trustee between lender and borrower is of real value 
only if the duties of the trustee are stringent, but such stringency may make it 
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difficult and dangerous for him to accept the office. Private investors’ organiza- 
tions created ad hoc may lack expert knowledge and financial power. It is 
perhaps not easy to design a really effective remedy, but it may be worth while 
to consider whether the borrower should not be required to put up a fund 
which, during the currency of the loan, would be available to a committee 
of holders for the purpose of prosecuting such of their claims as the Court 
should not hold to be frivolous. 

Fifth, a radical change is necessary in the provision of security for any 
long-term investment abroad. Even if made to private undertakings such 
investments are nearly always beneficial to the foreign country as a whole, 
and debtor States have therefore been known to instigate and promote them. 
Yet it is not necessarily the solvency of the nominal debtor, but the policy of 
the foreign State that may undergo changes and jeopardize the investment. 
If the State has the power of interfering with its subjects’ foreign indebtedness, 
it should likewise have the responsibility for it. Consideration should, therefore, 
be given to the suggestion that the investment be made depencent on the 
foreign State giving or procuring such security as, from the British point of 
view, is readily realisable. But apart from such direct or indirect State guarantees 
the problem of security in general should receive much greater attention than 
in the past. To secure a creditor by a mortgage on all the railways in Utopia 
or by a gold clause subject to the law of Ruritania is often no more than 
eyewash. But to demand the guarantee of a Central or other bank holding 
large funds in this country or to make such arrangements as have characterized 
the German Potash Syndicate’s Loan or to give the holder the option of 
demanding payment not only at one of several places, but also in one of several 
currencies—these are some of the more promising remedies which may have 
to be tried. 

Sixth, a particularly grave danger exists in cases of loans to States. 
According to the practice of most countries, a foreign sovereign State, even if 
acting as a trader, cannot be sued anywhere except in its own courts. This 
rule is open to waiver. By Art. 281 of the Treaty of Versailles, Germany 
renounced the right to plead immunity in connexion with international trade 
in which she might engage. In the absence of an international jurisdiction 
there is no reason why friendly foreign Governments should not be required 
to enter into similar undertakings. Their dignity is impaired, not by sub- 
mitting to a jurisdiction other than their own, but by their attitude which 
necessitates litigation. 

These cursory remarks are not intended to give fool-proof solutions to 
problems the intricacy of which is obvious to the lawyer no less than to the 
banker, investor, statesman or negotiator. It is their purpose to draw attention 
to questions whic h-require solution if the private investor’s interest in foreign 
lending is to be revived or if foreign lending is to be centrally controlled. 
These questions are capable of solution both on the basis of traditional private 
law and by an elaboration and strengthening of international law and inter- 
national jurisdiction. Whichever method is employed, it should be clear 
that foreign lending requires a special legal mac hn ry which cannot be pro- 
vided merely by resorting to or adapting such precedents as may be appropriate 
to domestic investment. Perhaps, after more intensive investigation, a 
standard form of agreement for foreign lending could be evolved which, by 
legislative or administrative action, could be made obligatory. But it should 
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ganiza- also be clearly understood that the mere formation of a Government-owned 





It is Bank for Reconstruction solves only part of the problem. Such a bank would 
_—_ be fed by the resources of the participating nations ; its financial power would 
7 fund in the last resort be provided by the taxpayers. To some extent, therefore, 
mittee the burden would only be shifted. Whether it is the private investor or the 
- Court Bank for Reconstruction that engages in foreign lending, the security of the 
7 Joan and its repayment remain matters of paramount interest. Full protection 
~ cannot be assured otherwise than by an efficacious legal technique devised, 
pe not out of trial and error, but by profiting from the many disastrous cases 
pn of the past. 
licy of e e 
tment | Estate Duty and Surtax: A Banking View 
dness, 
refore, By J. Mead 
on the HE able exposition of Estate Duty anomalies under Part IV of the 
int of Finance Act of 1940 which appeared in this Journal in July has generated 
antees a new interest in this subject on the part of the clearing banks. It was 
: than stated that a banker can be adversely affected by the Act if a company to 
Jtopia which he has lent money (or on whose shares he relies as security) should 
than find its assets charged with li: ibility for Estate Duty. This is not a new position, 
olding | however, nor is it often so serious a matter for bankers as appeared to be 
erized shown. In principle, there can be no doubt of the objectionable character of 
ion of legislation which is in effect retrospective and impedes legitimate business 
veral by placing innocent third parties at risk ; but the burden does not fall mainly 
have upon lenders such as banks. The Inland Revenue’s intention to follow assets 


vested in a company by an individual with the deliberate object of avoiding 
tates. ) duties on his death was first expressed in the Finance Act of 1930 and its 


ven if implications did not then escape the notice of the banks. The ingenuity of 
This certain persons having proved more than a match for the 1930 Act, a fresh 
many | and far more thorough network of legislation was set up in 1940, giving the 
trade Revenue considerable powers to “‘chase’”’ any assets of a deceased person 
ction put into—and possibly even passed on by—a company in such a way as to 
uired } escape the incidence of duty under earlier laws. 
sub- In spite of the complicated detail, the general effect of the 1940 provisions 
vhich was at once recognized by people professionally interested, including the banks. 
Hence there are good reasons for thinking, as stated above, that the position 
is to is not nearly so grave from a banking point of view as was suggested. For 
> the one thing, the banks have long since been accustomed to somewhat similar 
ae | possibilities which arose out of the surtax legislation set in train in 1922. 
reign | Provisions were introduced in the Finance Act of that year (as amended by 
tied. | the Act of 1927 and also the Act of 1936) for the levy of surtax on the income 
vate of any company formed and registered under the Companies Act, so long as 
iter- the company is under the control of not more than five persons and is not a 
clear | subsidiary company or a company in which the public are substantially 
= | interested. The number of persons is Calculated (see the 1936 Act) by treating 
late \ relatives of one another as a single person and by including nominees of a 
a Mes person with him as a single person. There are elaborate paragraphs to show 
, by what is meant by a nominee and also what is meant by “control.’’ Nor does 
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the exception of a subsidiary company which again is specially defined leave 
any loophole. 

The object of these provisions is to enable the Special Commissioners— 
should such a company appear to them not to have distributed to its members 
within a reasonable time a reasonable part of its actual income from all sources, 
either as dividends or in various other w: 1ys which for practical purposes 
might be equivalent to income from div idends in the hands of the recipient— 
to give a direction which would nevertheless enable surtax to be levied on 
the amount that has not been so distributed. The onus of establishing that 
the company has acted unreasonably falls upon the Revenue and cannot be 
shifted to the company (Fattorini v. Inl. Revenue, 1942). The Special Com- 
missioners have to pay regard, according to the Acts, not Only to the current 
requirements of the business, but to what is necessary or advisable for its 
maintenance and development, when determining whether a reasonable part 
of the income has been distributed. Certain payments out of income, including 
money expended or applied to any fictitious or artificial transaction, can also 
be regarded as income available for distribution. In short, the Commissioners 
are equipped with powers to bring these provisions into play and to claim 
surtax on undistributed income—or income artificially distributed.* When 
viewing the affairs of a company the capital of which might be closely held— 
should it be a borrowing concern itself or its shares offered as security (e.g. 
by one of its proprietors)—it would be incumbent upon a bank to ensure that 
there is no likelihood of the company being attacked by the Revenue. In 
other words, the accumulated reserves of such a concern (and more, if artificial 
‘‘expenses "’ had been incurred) might have to be disregarded or heavily 
discounted if some or all of the proprietors were thought to be in the surtax 
category, in spite of the dispensation in favour of proper reserves. An estimate 
of share value would suffer correspondingly, since a successful claim by the 
Revenue would obviously detract from the c: apital resources of the company. 

The possibilities arising under the 1940 Finance Act belong to the same 
family. Section 58 was found to apply new safeguards against estate duty 
avoidance to companies at any relevant time deemed for purposes of the 
Finance Act of 1g22 (Section 21) to be under the control of not more than 
five persons, the law against evasion of surtax and estate duty thus having 
this, as well as other features, in common. “ Any relevant time ’”’ for some 
sections of the 1940 Act means any time from the date of transfer of assets by a 
deceased to a company up to the date of his death. The expression has this 
meaning in Section 46, the importance of which will be seen below, but in 
Section 55 it means within three years of the death 

The Act presents its attack on estate duty avoidance under two main 
headings represented by Sections 46 and 55. The first applies where an 
individual having transferred assets to a company makes arrangements to 
take excessive income from it by way of various devices, even though he may 
have no interest by way of shares or debentures in the company. But for the 
1940 legislation there might be nothing to pass and to attract duty at his 
death. The Revenue now has pov wers ‘‘ to examine over the last three yeas of 





* The direction - the Commissioners is obli: ratory (1939 Finance Act, Section sa) fi in the 
case of Investment Companies, Le. companies with income mainly derived from investments, 
equivalent that is to unearned income in the hands of an individual. 
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a persons life to see what real benefits he has had from the company and how 
these benefits are represented in proportion to the income of the company. 
Supposing the income he enjoyed was a certain figure, you would take the 
proportion of this figure to the total income of the company for each of the 
last three accounting years and relate that portion to the total assets of the 
company.’’ Section 55 makes a different approach. It ensures that a person’s 
interest in a company which he “controls” (as defined) is calculated by 
reference to its assets, irrespective of what his nominal interest in shares, etc., 
amounts to. There are certain elaborations of this which have little interest 
from the banking angle. What is pertinent is that the 1930 Act was “so 
amended as to enable us (the State) to value the shares of the compar.y by 
reference to the total assets of the company and not by mere reference to the 
market value.’ Both quotations are taken from the Solicitor General’s 
explanation of the proposed enactment in the House of Commons on May 1, 
1940. The intention embodied in Section 55 was to prevent valuation of 
shares in a private company being depressed against the Revenue through 
its income being paid away as salary, etc., instead of dividends. 

Section 55 does not apply by virtue of its sub-section 4 to shares or 
debentures of a class as to which permission to deal has been granted by a 
committee of a recognized Stock Exchange when dealings in the ordinary 
course’of business have been recorded during the year prior to the death of 
the deceased. Even if the deceased had control of the company, that part 
of his interest which is in quoted stocks will be reckoned at market value. 
There is no parallel exemption under Section 46. 

The important distinction is that in the case of Section 46 (and its satellite 
Sections 47/54) the company could be made accountable for the duty. This 
is quite logical, for it is in the company that the deceased has put the assets 
which the State seeks to make liable to charge. Section 55—aimed primarily, 
as stated, against under-valuation of shares in a company by various means— 
puts no such liability on the company itself. This is equally logical, for upward 
re-valuation is provided for in relation to actual assets instead of market 
value. Section 54 provides, of course, that the duty payable on the death of a 
deceased by virtue of Section 46 shall be a first charge by way of floating 
security on the assets of a company (sub-section 5). Moreover, the debt of a 
company incurred in this way is given priority over other debts in a winding up 
under Section 264 of the Companies Act (sub-section 4). It is provided that 
nothing in sub-section 5 is to operate to make any property of a company 
chargeable against a bona-fide purchaser thereof for valuable consideration 
without notice. A fixed mortgage of a company’s property, protected by a 
proper entry on the Companies Register is of course covered by Section 79 
of the Companies Act and first claim on the security is not then impaired by 
this floating charge for estate duty. This suggests exactly how a banker can 
deal with any doubts he might have in lending to a concern suspected of 
qualifying for contingent liability for estate duty. Otherwise, it is true, the 
liability under Section 46 might turn out to be material. 

If some individual were enjoying benefits (other than reasonable emolu- 
ments) from a company, disproportionate to his nominal interests in it, this 
fact would on the face of it be the object of proper attention on the part of the 
Estate Duty Office at his death. Unfortunately, the drafting of the Sections 
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pegged to Section 46 seems to go a long way beyond the modest objects put 
forward by the Solicitor General. As they stand, the Revenue may apply 
the Sections (and in fact has a duty to do so) whenever they catch a company 
by reference back to a “ transfer’’ made without the slightest intention to 
confer estate duty evasion advantages upon the transferor. The law is diffuse 
and untested in the Courts, but subject to the reservation that its effect is a 
little uncertain the following are the chief considerations that arise from a 
banking point of view : 

(1) Section 46 can apply to any company, public or private, trading or 
non-trading, whether its shares are quoted or not. Under the 1930 Act 
(Section 38) public companies were excluded from estate duty liability. 

(2) There is no direct protection against the application of the Section to 
transiers of a business in the normal way for full value, in cash or in shares or 
debertures. The “slice ’’ procedure is applicable to genuine transfers subject 
to the reliefs for Section 46 cases embodied in Section 51. It is provided therein 
that the “ slice ’’ is to be reduced to the value of the property originally trans- 
ferred and, alternatively, that the duty is not to be payable under Section 46 
at all unless the value ascertained thereby exceeds the value of the deceased’s 
shares or debentures in the company, if he had any. It is considered to be very 
doubtful, however, whether the relief section is comprehensive enough to 
secure an equiti ible result in every case. 

(3) The term “ transfer’’ is so wide (Section 58, sub- section 2) that . 
may include the loan of money to a company—the cash being “‘ transferred ”’ 
Similarly, a subscription in cash for shares may possibly be a transfer le ie 
to the application of Section 46. On the other hand, the death of a debenture 
holder or shareholder does not necessarily invoke the section. The tests of 
‘benefits ’’ and of ‘‘ control ’’ have still to be applied. If a debenture holder 
is deemed to have made a transfer (and apart from his lending to the company 
he may have sold his business to the company in the first place), Section 46 
could place a liability for duty on the company, merely on account of the latter 
making small profits in relation to its debenture interest. The “ slice ’’ could 
then be a heavy one, though the relief afforded by Section 51 ought normally 
to apply. 

(4) ‘‘ Benefits’ need not have been actually enjoyed by the deceased. A 
waiver of surrender to benefits does not avoid the section, whether arranged 
for value or not. On the other hand, a surrender is to be considered legitimate 
if made bona fide more than three years prior to the death. 

(5) Nothing appears in Section 46 itself to restrict the “ benefits ’’ from 
which the slice is to be calculated to those which directly resulted from the 
transfer. The relief afforded by Section 51 is therefore probably insufficient 
to prevent the “slicing ’’ operation in respect of income from shares or 
debentures inherited or purchased by a person who already has some as a 
result of a “‘transfer.’’ This point serves toemphasize that a bank must look 
back three years for ‘‘ benefits ’’ enjoyed by anyone who has made a “ transfer 
to a company at any time, however innocent and unimportant in size that 
transfer may have looked, by itself, when it occurred. 

(6) Assets of a company deemed to pass at a death under Section 46 
include distributed assets, i.e. assets disposed of in any way except by way 
of sale for full consideration, though there are provisosfor money paidin taxes, 
etc. Money lent or money used to repay loans by a company may therefore 
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be followed by the Revenue, if needs be, except money repaid to bankers 
in the ordinary course of their business. 
(7) Payment by way of instalments for a business acquired by a company 
might be held to be “ benefits’ for the vendor, since benefits include “ any 
periodical payment out of the resources or at the expense of the company ’’—- 
Section 47. 

(8) The Sections introduce no machinery for 
made net losses over the relevant period. 

(9) When looking at a company’s accounts, a banker is unlikely to discover 
any payments it is making in the category of “ benefits,” without special 
inquiry. Moreover, the officials of the company itself may be ignorant of 
their onus to report to the Revenue (Section 53) within one month from a 
death the fact that a transfer led to benefits for the deceased within the meaning 
of the Act. 

(10) The gearing of a company’s capital will, however, be a useful guide. 
If the prior charge capital is absorbing a large part of the company’s revenue, 
the question of its ownership will arise and whether that ownership is vested 
in any persons who at any time made “ transfers’’ capable of attracting 
Section 46. Control by a few persons at any time during the history of the 
_ iny must also be ‘found and is obv iously the overriding test for bankers 

to apply (Section 58 (1) ). 

(11) If it is found that Section 46 applies and the “ slicing ’’ calculation 
is made, the company’s liability is materially affected by the rate of duty 
appropriate to the deceased’s estate. Suppose a debenture holder (for a sum 
small in relation to the issued capital) were enjoying half the company’s 
income by way of interest, and the deceased left £250,000, including aggregated 
estate, a half slice of the company’s net assets would becharged at 33.8 per cent. 
The consequent liability of one-sixth of the assets value* would not necessarily 
be fatal to the company or to its bankers. Actual liability of a company 
depends then chiefly upon the wealth of the person who enjoyed “ benefits ” 
from it, not upon the size of the company, unless, of course, the person con- 
cerned has taken deliberate steps to divest himself of his fortune by transfer 
to the company. 

It should be simple in most cases for bankers to ascertain whether any 
wealthy individuals are interested on a large scale, directly or indirectly, in 
the prior charges of a company which wants an unsecured advance. In all 
cases, the liability of a company for duty is only a percentage of the “ slice,” 
the latter de »~pending as shown on the proportion of profits going to a par- 
ticular individual according to the gearing of the capital structure. Unless 
a company was founded before the 1940 Act deliberately to circumvent the 
earlier legislation, the probability of its incurring a liability of a high order for 
estate duty without its bankers being able to foresee the fact is not very 
great, though it cannot be dismissed altogether. 

To conclude, the Act is so involved and its repercussions so uncertain that 
it may be difficult for bankers to guard against its potential dangers in every 
Case of an unsecured advance. Such a position is clearly objectionable, and 
it follows that the banks have a direct interest in any amendment of the 1940 
oar Act which may be sought, particularly of Section 46 and its relieving 

ection 51. 
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* Computation of assets value naturally includes allowance for liabilities. See Section 50. 
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Internation in 
ernational Banking Review 
Italy 

HE German occupation authorities in Italy devalued the lira to ro lira 

per reichsmark, against the previous rate of 7.60 lire. The new cross rate 

is equivalent to about 100 lire to the pound on the basis of the nominal 
reichsmark rate. In reality, the cross rate is considerably lower, because the 
reichsmark is worth considerably less than 10 to the pound. The German 
occupation authorities themselves are fully aware of this fact. While they 
fixed the rate of ro lire to the mark for the purposes of the issue of the Reichs- 
kredit-Kasse notes (occupation marks), they fixed the price on re-captured 
British prisoners at 20,000 lire or £20 per head, which gives a parity of 1,000 
lire per pound. Thus while the official parity of 100 lire per pound compares 
very favourably with the rate of 400 lire fixed by the Allied occupation 
iuthorities, the German authorities have admitted the fictitious character of 
their own rate by fixing a much less favourable rate for special purposes. 

Meanwhile, the Allied authorities are beginning to feel the adverse con- 
sequences of the ill-advised decision deliberately to undervalue the lira. As 
i result of their action, the price of relief food shipments has become pro- 
hibitive for the bulk of the Italian population. Consequently, the distribution 
of the food has to be done on a charitable basis, whereas if the lira had been 
fixed at a reasonable rate the food could have been sold on a commercial 
basis. The British and American taxpayer has to bear the costs of the mistake, 
though it must be admitted that ‘‘ payment ”’ would in any case have taken 
the form only of lira notes, which are available to us free of charge. 

A Treasury Order provides that debts in respect of Italian goods imported 
into the United Kingdom after October 8 shall not be paid into the Anglo- 
italian Clearing Office. This Order is meant to draw a clear distinction between 
pre-war and post-armistice transactions with Italy. The former continue 
to be settled through the clearing, and debts arising from them have to be 
paid into the clearing even if the payment is made after October 8. On the 
other hand, imports from Italy since the armistice will be settled through a 
different account. 

[t is understood that the British and United States Governments have 
agreed to prevent their nationals from taking advantage of the low value of 
the lira for the acquisition of industrial investments in Italy. The Swiss 
Government is also understood to have warned Swiss citizens against the 
wcquisition of property in Italy. 


Belgian-Netherlands Money Pact 


Che Belgian Ministry of Information and Netherlands Government Informa- 
tion Bureau announced in September that their respective Governments have 
agreed to place at each other’s disposal the respective currency needs for their 
mutual relations, and have agreed on a stable rate of exchange of 6.053 florins 
per 100 Belgian francs. The agreement is stated to be a first step towards 
the realization of an international monetary plan now being prepared in 
Washington, to which both Governments are favourably inclined. Contrary 
to a widespread belief, such special currency arrangements are not viewed 
with disfavour in the White Plan. 
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A Financial and Economic Survey 








The Scottish Council of State 
By the Rt. Hon. Lord Alness, P.C. 


M R. JOHNSTON’S reign at the Scottish Office is a memorable one, but I 





venture to doubt whether any scheme which has emanated from his 

fertile brain is more colourful and more useful than that which has been 
crystallized in the Council of State. I can well believe that the scheme made 
a strong appeal to the mind of the Prime Minister. The appointment of the 
Council was announced in the House of Commons on September 11, 194I. 
It consists of all living ex-Secretaries and ex-Secretaries of State for Scotland, 
and it sits under the chairmanship of the present Secretary of State. The 
Council includes in its membership representatives of all the leading political 
parties—Colonel Colville (until he went to India) and Colonel Walter Elliot 
being Unionists; Mr. Ermest Brown and myself, National Liberals; Sir 
Archibald Sinclair, Liberal, and Mr. Johnston, Labour. IJ may add that copies 
of the Minutes of the Council are regularly sent to Colonel Colville in India, 
and that on questions of major importance his advice is sought for and obtained 
by cable. In announcing the formation of the Council, Mr. Johnston stated 
that its functions would be to collaborate with him for the purpose of solving 
problems of post-war reconstruction in Scotland. It would select subjects for 
enquiry, and determine by whom the enquiries should be made. 

The Council met for the first time on September 29, 1941, when a pre- 
liminary survey was made of the various problems which might be appropriate 
subjects for enquiry. Twelve subsequent meetings have been held, some in 
London, but most of them in Edinburgh. The Secretary of State, with the 
advice of the Council, has set up committees to deal with the following subjects : 
Hydro Electricity; Hill Sheep; Hospitals; Herring Industry; Land 
Settlement ; Scottish Coal Fields ; and Rating and Valuation. I may add that 
the Scottish Housing Advisory Committee and the Advisory Council on 
Education in Scotland have been reconstituted. 

As is now well known, the Report of the Committee on Hydro Electricity, 
under the chairmanship of Lord Cooper, was presented with commendable 
promptitude. With equal expedition a Bill giving effect to most of the recom- 
mendations contained in the Report was presented to Parliament by Mr. 
Johnston. That Bill is now on the Statute Book, and the Board referred 
to in it has been nominated, with the Earl of Airlie as its Chairman. This 
brief history of the matter reveals one of the most vital and constructive 
acts of statesmanship for the regeneration of the Highlands which has been 
achieved for centuries. The scheme may be, as Mr. Johnston has said, only 
an instalment of the plans which he envisages for the amelioration of the 
Highlands, but none will deny that it is a substantial instalment. 

The value of the Council is, I should think, self-evident. In the first 
place it enables the holder and ex-holders of high office to pool their knowledge 
and experience, and so to help the country at a difficult time. In the second 
place, the existence of the Council has this incidental advantage—that it 
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enables the Secretary of State for Scotland to place his projects for legislation 
and administration before the Cabinet, with the assurance that they have 
the backing of all parties in the State. That is a privilege which I should, 
during my tenure of office, have greatly valued, but it was denied to me. 

Working in close co-operation with the Council of State is the Scottish 
Council on Industry. The present Council was set up on February 2, 1942, 
at a meeting of representatives of interested bodies convened by the Secretary 
of State, “ to watch industrial movements and advise the Secretary of State 
and the Advisory Council of ex-Secretaries on questions relating to the location 
of industry in Scotland, so as to assist them in securing that the industrial 
position in Scotland is fully safe-guarded.’’ This Council is representative 
of the Scottish Local Authority Associations; the Scottish Chambers of 
Commerce ; the Scottish Trades Union Congress ; the Scottish Development 
Council, and the Scottish banks. It has placed on record that its general 
policy is to secure the fullest employment of Scottish industrial capacity, 
both during and after the war. A summary of the work already done by the 
Council of Industry has been fully reported in the Press. For security reasons 
few wartime statistics may be published; but, as an index of the trend of 
events since the inauguration of the Council of Industry, it is permissible to 
say that the percentage of floor space in existing Scots’ premises currently 
being allocated for production, as compared with the space allocated for 
storage, is now three times as great as the figure obtaining in 1941. 

Writing in THe BANKER, | should like to emphasize the close co-operation 
which subsists between the Council of State and the Scottish banks. Following 
a meeting between the managers of the eight Scottish banks and the Council 
of State regarding the part which the banks could play in the post-war in- 
dustrial development of Scotland, a special meeting of the Committee of 
Directors and Managers of the Banks was held in December, 1942. At this 
meeting, a resolution was unanimously adopted and signed by all the eight 
Scottish banks in the following terms: ‘‘ That this committee and the eight 
Scottish banks desire to meet the wishes of the Secretary of State and the 
Council of ex-Secretaries in doing everything possible to co-operate with the 
Advisory Council on Industry to promote Scottish industrial interests in the 
post-war years.’’ This resolution was communicated to the Secretary of 
State, who said in re ply that it was most cordially welcomed by the Council 
of State. He added: ‘‘ Whatever view one takes of how industry may be 
financed in the future, it is at least heartening and encouraging that the 
Directors of Scottish Joint Banks are willing to co-operate with one another 
and with the Advisory Council on Industry in furthering and developing the 
industrial interests of Scotland.’ 

In view of the terms of the banks’ resolution, the Secretary of State arranged 
for the North of Scotland Hydro Electric Board to discuss with them collec- 
tively the question of the arrangements to be made for financing the Board’s 
operations during the period prior to the commencement of constructional 
works. For this purpose the Board have been authorised to borrow up to 
£100,000, in accordance with regulations made by the Secretary of State, 
with the approval of the Treasury. The Scottish banks have now agreed 
collectively to make this sum available to the Board on terms which are 
regarded as satisfactory. This, I believe, is the first instance in which the 
Scottish banks have taken collective action of this kind, and that fact alone 
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is a happy omen for the future. Later arrangements for finance when, the 
Board embark on constructional schemes will, no doubt, be discussed with 
the Scottish banks also collectively. 

Before closing this paper, I should like to refer to one more matter which 
is very near tomy heart. I hope presently to confer with the other members 
of the Council of State, in order to ascertain what measures can suitably be 
adopted to ensure that the habits of thrift which have been developed during 
wartime should not be allowed to lapse in peacetime, but should be turned 
to useful account in the rebuilding of Scottish life and industry, and in the 
development of the resources of the country. 

Such, in brief outline, is a sketch of the measures which have been taken, 
which are being taken, and which will yet be taken to secure a post-war 
Scotland which shall be worthy of her traditions, and of the travail through 
which she has passed. I would like to pay a humble tribute to the vision and 
the drive which characterize the present holder of the great office of Secretary 
of State, and which have made these developments not only desirable but 


feasible. 


Scottish Banking in 1942/43 
By Norman L. Hird 


(General Manager and Director, Union Bank of Scotland, Ltd.) 


HE dates on which the individual Scottish Banks make up their annual 

published accounts vary widely. Statements compiled from the balance 

sheets issued in any particular year cover a period of ten months and 
under any form of arrangement a gap of about six months cannot be avoided. 
A closer comparison in regard to some of the banks may be obtained from 
the half-yearly statutory statements, but these only require to be exhibited 
by the banks which are registered under the Companies Acts, and, in any event, 
they are not drawn up on the usual balance sheet lines. Doubtless the con- 
siderations which led to the fixing of the existing balance dates have to a large 
extent lost their force, but the question of alteration in any particular case is 
not likely to arise unless for some very special reason. The variation in the 
dates affects the validity of comparisons between individual banks and this 
difficulty is accentuated by the very high level of current rates of taxation, 
while another complication arises from the incidence of the dates fixed for 
special war savings efforts throughout the country. When dealing with the 
banks as a whole, however, the average position is established fairly, and a 
comparison between different years is always of value in throwing light on 
current tendencies. 

During war years, the development of banking business runs on fairly 
stereotyped lines. As a result of the colossal expenditure incurred in the 
prosecution of the war and of the very heavy Government borrowings necessary 
to enable this to be met, it was inevitable that there should be a general and 
progressive expansion of deposits. During the four years under review, 
Scottish bank deposits have advanced from £325 millions to £453 millions, 
representing an increase of about 40 per cent. It is essential that it should 
be borne in mind by the public that this substantial increase in deposits 
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should not be regarded in any way as an indication of national prosperity. 


TABLE I 
SCOTTISH BANKS—LIABILITIES 
(in £ million) 





Capital and Acceptances Date of 
Bank Reserves Deposits Notes and Drafts Accounts 
1938 1941 1942 1938 1941 1942 1938 1941 1942 1938 I94I 1942 
BankofScotland.. 4.7 4-7 4-7 37-9 50.6 60.8 $4 §$.9 Fad 4-8 5.4 4-1 27-2-43 
Royal . 8.1 8.6 8.6 69.9 82.0 89.2 3-1 4-6 6.4 4-8 3.1 4-1 10-10-42 
British Linen 9 3-9 3-9 36.5 40.5 44.1 a9 43 $67 3.§ 8.8 2:3 15-1-43 
Commercial 5-6 5.5 5-6 44-7 64.0 68.1 7 6. 7.8 q-I 2.3 1.7 33-10-42 
National . : Ba ar s 38.3 §0.8 55.7 2-9 5-3 6.9 3-I 2.9 2-4 31-10-42 
Union bed 3.5 3.5 33-2 41.0 46.6 2.6 4.2 5.5 z.2 3.0 2.3 2-4-43 
Clydesdale - £2 3-4 3:5 35-6 52.7 53-3 3-0 4-4 5.6 zr. 3.8 1.2 31-32-42 
North of Scotland SF 8.7 29 29-1 35-7 35-2 2.3 9-6 4.3 - — 31-32-42 
35-3 36.0 36.2 325-2 417-3 453-0 23-7 38.4 49-4 20.5 20.1 17.0 
£m 
TotaL Notes 1Nn Cir- 
fora. Deposits £453.-0 CULATION .. ih 49-4 
Increase over 1941 35-7 8.6 per cent. Increase Over 1941 .. 11.0 28.6 per cent. 
Increase over 193% - 427.8 39.3 per cent. Increase Over 1938 .. 25-7 108.4 per cent. 


Vote.—-1938 is taken throughout as being the last normal year 


The steady increase in bank notes in circulation has been an important 
feature of the war period. During the past four years, the Scottish bank 
issues have increased from £23? millions to £49} millions, or by 108 per cent. 
In the case of notes, it is possible from the return made by the ‘Scottish banks 
every four weeks to obtain an up-to-date statement of their liability in this 
connection, and the latest return shows that the amount is now £55 millions, 
of which £25 millions is in the form of notes of £5 and upwards. The rise in 
the circulation is principally due to the greater volume of wages, but it is 
partly caused by the tendency of individuals to keep more cash in their 
possession than in normal times. It cannot be too strongly emphasized that 
all notes not actually required for daily needs should be returned to the 

»anks without delay in the form of savings. 

The position of the Scottish banks continues to be one of great strength 
and liquidity. Cash on hand and in course of collection, money at call and 
short notice, discounts (principally Treasury bills, the commercial bill having 

virtually disappeared) and Treasury deposit receipts amount to £185? millions, 
equal to 41 per cent. of deposits. As a result of the higher range of deposits 
investment holdings continue to expand and the total of £2584 millions repre- 
sents 57 per cent. of the deposits. For many years even before the last war, 
the Scottish banks had a larger proportion of their funds invested than was 
the case with the English banks. This continues to be the position, but it 
will be noted from Table 111 that the proportion to deposits is relatively 
steady and at 57 per cent. shows only a very slight increase on the last normal 
pre-war year. On the other hand, there is a marked variation in England, 
where the ratio of investments to deposits rose from 28} per cent. in 1935 
to over 32 per cent. at the end of 1942. 

From the point of view of beneficial and remunerative employment of 
banking funds, it is regrettable to have to record a further shrinkage 1 
advances, the latest figure of £87 millions equalling only 19.2 per cent. of 
deposits. While considerable assistance is being afforded to many banking 
customers who are actively engaged in important Government work either as 
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contractors or sub-contractors, this is more than offset by a substantial reduc- 
tion in general banking advances, due to the restriction of stocks normally 
held by traders and to Government financing of the purchase of raw materials 
and other commodities. A return to the conditions which will make it possible 
for the banks to finance ordinary trade requirements to a greater extent will 
be welcomed. There is little change in the profits declared during the past 


TABLE II 
SCOTTISH BANKS—LIQUID ASSETS 


(in £ million) 
Cash and Balances 
(including Money at 


Call and Vouchers Treasury 
in transit) Discounts Deposit Receipts Total 

1938 1941 1942 1935 1941 1942 1941 1942 1935 1941 1942 
Bank of Scotland .. 10.0 14.1 19.8 0.6 0.8 0.6 5.5 7.5 10.6 20.4 27.9 
Royal ae o. 15-7 18.3 21.9 3-5 3-0 2.8 0.5 7.0 19.2 27.8 31.7 
*British Linen e 32.3 32.2 $3.5 * 0.6 0.6 3.0 5.0 12.3 14.8 19.3 
Commercial a 9.8 16.4 '7.3 0.9 O.I Ow! 10.0 10.0 10.7 26.5 27.6 
National .. oe 11.6 14-4 17.2 2.0 0.3 0.8 3-5 5-5 13.6 18.2 23-5 
Union ae re 2.3 9-7 13-2 0.8 0.9 2.2 2.5 4.0 8.3 13.1 19-4 
Clydesdale .. ee 8.5 15.2 15.0 0.0 0.5 O.% 8.0 8.0 9.1 23-3 23.1 
North of Scotland. . 6.8 14.2 12.3 0.1 O.1 Ov! 1.0 1.0 6.9 25.9 13.4 

81.2 113-5 130.4 a.¢ Ss. 9us 40.0 48.0 89.7 159-4 185.7 

% % % A « A f 4 »/ A o a % % 
Per cent. of Deposits 25.0 -2 28.8 2.6 1.4 1.6 9-5 10.6 27.6 38.2 4e 


27 
* Discounts included under Advances in 1938 


year, an increase of £35,000 being recorded. The margin of profit, which had 
been shrinking for some years, shows no improvement, and the advantage 
gained from the greater resources available is largely offset by the onerous 
charges to be met in respect of taxation and salaries, including allowances 
to members of the staffs on active service. 

The Report of the Kennet Committee was duly published in October last 
and it was gratifying to bankers that the Committee made full acknowledgment 
of the important services rendered by the banks both to the Government and 
to the public and of the loyal co-operation of managements and staffs. Most of 
the principal recommendations of the Committee had previously been con- 
sidered and given effect to by the Scottish banks. It is thought, however, that 
the decision whereby staffs were to be reduced by March 31, 1943, to 85 per cent. 


TABLE III 
SCOTTISH BANKS—INVESTMENTS AND ADVANCES 


(in £ million) 


Investments Advances Tota) 

1938 1941 1942 1938 1941 1942 1938 1941 1944 
Bank of Scotland os 25.7 32-4 36.8 9.7 9.1 8.4 35.4 41.5 45.2 
*Royal .. me js 30.0 36.6 41.2 28.4 24.7 25-3 58.4 61.3 66.5 
(British Linen - 21.3 26.5 27.7 10.5 7:7 7:7 31.5 34-2 35-4 
Commercial aie an 28.9 37-9 43-1 13.5 10.0 9.6 42.4 47.9 52.7 
National ne 1 18.6 8 SEs 12.1 9-9 10.7 30.7 41 42.2 
Union .. a oa 20.0 44.2 26.7 10.5 II. 9.2 30.5 35-3 35-9 
Clydesdale - ra 19.4 27.2 29.3 13.1 9-4 9-5 32.5 6.¢ 38.8 
North of Scotland aie 20.5 19.7 22.1 — 6.9 6.5 27-9 26. 28.6 
184.4 235.6 258.4 105.2 88.8 86.9 289.6 324-4 345-3 

° « 7) € ° 7) o/ 

Per cent. of Deposits . . 56.7. 56.4 57.0 32:4 21.3 19.2 89.0 77-7 76 


* Excludes shareholdings in Affiliated Banks {3.1 in 1938 and £5.9 in 1941 and 1942. 
: 5 ; 3 : 9 
t Discounts included under Advances in 1938. 
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of the pre-war figure was not sufficiently elastic and did not pay due regard 
to the difficulties in which it would involve the Scottish banks on account of 
the number of their larger offices being relatively much less than that of the 
English banks. While the great value of the temporary staffs recruited by the 
banks is fully appreciated, the existing staffs are on the whole much less ex- 
perienced than those of pre-war days, and looking to the extra work involved 
in carrying out the provisions of the numerous Statutory Orders affecting 
banks, and in giving effect to the clothing coupon arrangements, it will be 
realized that the carrying on of banking business on an 85 per cent. basis 
imposes considerable strain on the staffs. 

It is understood that during recent years the Treasury has raised with 
the Scottish Office from time to time the question of the advisability of the 


TABLE IV 
SCOTTISH BANKS—EARNINGS AND APPROPRIATIONS 





(£’000) 
Reserves and 
*Profit Carry Forward Dividend % 

1938 1941 1942 1938 1941 1942 1938 1941 1942 
Bank of Scotland . 384.8 364.6 370.1 96.8 100.7 106.1 12 Ir It 
Royal ‘ oi 790.0 852.7 877.6 147-4 130.3 155.1 17 17 17 
British Linen wn 432.7 304.3 312-5 131.7 104.3 112.5 16 16 16 
Commercial ae 471.9 454-5 442.5 141.9 142.0 130.0 16 15 15 (‘‘ A” Shares) 
National ea $6 346.5 360.3 355.0 150.5 164.2 159.0 16 16 16 (Consol. Stock) 
Union ‘ , 310.4 304.4 306.2 04-4 88.4 90.2 18 18 18 
Clydesdale .. - 316.9 315-9 325-9 108.9 107.9 I17.9 16 16 16 
North of Scotland. . 246.3 285.8 356.4 59-5 32.6 35.8 16 16 16 

3194.3 3171.8 3208.2 931.1 870.4 906.6 


* The profit shown includes tax on dividends, 


Scottish banks being allowed to retain their right of note issue and about a 
year ago this matter was again ventilated in the London financial press. The 
ostensible reason given for the withdrawal of a privilege which has been in 
existence for more than two hundred years, and which is regulated most 
satisfactorily by an Act of Parliament passed in 1845 and subsequent legislation, 
was that the suspension or abolition of Scottish bank notes and their replace- 
ment by Bank of England notes would enable Scottish banks to place at the 
disposal of the authorities additional man-power for the furtherance of the 
war effort. In Scottish banking and commercial circles, the view is taken that 
the suggested change in the existing practice could not have the slightest effect 
on the man-power problem, and that the proposal was really put forward 
because of the fact that the Scottish note issues are regarded with disfavour 
by certain persons in England. 

For a number of years prior to the outbreak of war, considerable attention 
was paid in Scotland to the deve lopment of new industries. For the moment, 
the concentration of production for the war effort has overwhelmed all other 
considerations, but the requirements of the post-war years are having close 
and unceasing attention. The prosperity of the country is of the utmost 
importance to the Scottish banks and they realize fully that they will have a 
big part to play in post-war development. From the recent public announce- 
ment in regard to the support to be given to the newly-formed North of Scotland 
Hydro-Electric Board, it would be observed that the eight Scottish banks have 
placed on record their desire to co-operate with one another and with the 
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Advisory Council on Industry to promote Scottish industrial interests. 

From time to time, attention has been drawn to the fact that the English 
banks are in a much more favourable position than the Scottish institutions 
by reason of the facility with which, owing to the law of England, the former 
can obtain security in the form of a debenture containing a floating charge, 
and there is no doubt whatever that the operation of this system in England 
has done much to aid industrial and commercial enterprise in that country. 
Banks are not in a position to lock up any part of their resources by acquiring 
shareholding interests in new ventures, and accordingly they cannot participate 
directly in any success which may be achieved. It is only equitable, therefore, 
that when advances, which cannot perhaps be entirely justified on prudent 
banking lines, are made in order to assist in the promotion of new, or the 
extension of existing, undertakings, the banks should be able to obtain security 
by way of a floating charge, the only form often available. It would appear 
that this could be effected by the passing of a simple Act of Parliament without 
involving a fundamental change in the Law of Scotland. 

It was with pleasure that the banking profession learned from the list of 
King’s Birthday Honours published in June that the honour of Knighthood 
had been conferred on Sir William Whyte, cashier and general manager of the 
Royal Bank of Scotland. Sir William has rendered valuable services to the 
banking profession, but he is also well known in the wider fields of public 
service, and this honour is a recognition of his many activities. In May last 
nent of Mr. Harvey Hall Smith, who had been 


there was intimated the retirer 
general manager of the North of Scotland Bank since 1922. Mr. Smith’s 


banking career extended over a period of fully 47 years, all of which were spent 
in Aberdeen, and during that time he rendered distinguished service not only 
to his own institution, but to Scottish banking generally. Mr. Smith was 
succeeded as general manager by Mr. George Lobban Webster, who, after 
holding various important appointments with the Midland Bank during a 
period of 18 years, now returns to Scotland as chief executive officer of the 
institution which he entered as an apprentice in 1913. In August last it was 
intimated that Mr. Robert Luckie Mudie, deputy manager of the Royal Bank 
of Scotland in London, had been appointed an assistant general manager of 


that bank at their Head Office in Edinburgh. 


ee Beaks’ Capital 


HE attitude of Scottish bankers towards the raising of capital has in 
thé past two decades differed considerably from that of their English 
counterpart. In 1920 the capital and reserves of the English banks 
were some 5.8 per cent. of their total liabilities and that of the Scottish in- 
stitutions 5.3 per cent. Five years later, the figures were 6.5 and 8.0 respec- 
tively. The latest figures of the Scottish banks show, however, a proportion 
of 6.8 per cent., while that of the London clearing banks was only 3.8 per cent. 
in November last. 
Nor is that quite the whole story. In round figures, the paid-up capital 
of the eight Scottish banks at the times of their latest balance sheets was some 
{15,291,000. In addition there was {7,513,000 of callable capital and 
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{11,756,000 of reserve capital which would become callable in the event of 
the bank in question being unable to meet its liabilities. In addition to these 
potential calls on shareholders, their liability for the note circulation of their 
own institution is unlimited, except in the cases of the Bank of Scotland, the 
Royal and the British Linen. It will, of course, be realized that, apart from 
the small amount of their issues at the time of the withdrawal of rights, the 
issues of the Scottish banks are covered, pound for pound, by Bank of England 
notes. This cover is not, however, specifically attached to the note issue in 
the event of trouble, when note holders and depositors would rank on an 
equal footing. In so far as assets were insufficient to cover the total liability, 
the shareholders would be responsible for that proportion of the total deficit 
corresponding to the amount of notes divided by the total of notes and deposits, 
The point is no doubt mainly of academic interest, but is has a bearing on the 
attitude of the Scottish banker as to the proper amount and type of capital 
to back a certain volume of deposits. 

None the less, it is not at all improbable that some of the Scottish banks 
would have issued additional capital during the period of wartime expansion 
had the capital market been open to them. The bulk of the callable capital 


Capitalisation of Scottish Banks 


\mount Paid Up Callable Reserve Dividend Price Yield 
siete £ f £ % 
tBank of Scotland /1 2,400,000 = II 65/- 3.385 
tRoyal Bank, {100 .. 4,250,000 - — 17 47/84 3-553 
{British Linen Stock .. 1,250,000 - -- 16 s —_— 
Commercial Bank “‘ A,”’ 

£4, £1 pi aid .. 1,750,000 2,450,000 2,800,000 15 80/9 3.729 
Do., “ B,” £1 fully pz aid 500,000 —- — Tio 52/6 3.810 
National Bank Stock. . 1,100,000 900,000 3,000,000 16 * _ 
Ph, Ms. £E ss i 400,000 — — 5s 28/6 3.509 
Union Bank “A,” £5, 

fi h aid 1,000,000 — 4,000,000 18 gt1/- 3.911 
Do £I fully paid 200,000 — a 18 97/6 3.692 
th at teoead £20, 

£7 paid oa és 1,141,000 163,000 1,956,000 16 * — 
Clydesdale, £50, £10 paid 1,000,000 4,000,000 — 16 * ce 
Do., £10 fully paid... 300,000 — ne 16 - aoe 

Total . .. 15,291,000 7,513,000 11,750,000 


+Maximum ‘dividend. *Held by controlling English bank. {Stockholders’ liability on note 
issue limited. 
is in the hands of shareholders of the Commercial Bank or in those of one of 
the controlling English banks. It seems very possible that of these the first 
named at least might favour a method already adopted in similar cases. This 
is to offer new shares to existing proprietors on bonus terms, but at a con- 
siderable premium, and to use this premium to pay up part of the callable 
fraction of existing partly-paid shares. It is to be noted that of the four 
unaffiliated banks none other has any callable capital. 

It will already be apparent that a great deal of Scottish bank capital is in 
partly-paid shares. The full details are set out in the following table, together 
with the prices and yields obtainable in those cases where the capital is not 
privately held. Most Scottish bank shares enjoy only a restricted market 
outside Scotland, but, even so, the yields are below those on the shares of the 
big English banks. The range is from 3.911 per cent. for the partly-paid shares 
of the Union, with their very heavy reserve liability, to 3.385 per cent. on the 
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fully-paid shares of the senior institution. Within this range there is only one 
straightforward comparison between the return demanded on fully and 
partly-paid shares, namely in the case of the Union. The fully-paid shares of 
both the Commercial and the National are subject to a maximum dividend 
and ought for this reason to give higher yields than the others. The fact that 
the ‘A’ stock of the latter does not give a higher return is highly anomalous 
and must result from some factor other than its value as an investment. 

The yield structure in the case of the Union is in conflict with the contention 
advanced by Mr. Paul Bareau in the October issue of THE BANKER that 
partly-paid shares ought to stand at a premium over fully-paid. His argument 
appears to rest on the assumption that, in the event of a decision to make a 
further issue on bonus terms, this would be offered only to holders of partly- 
paid shares. In those cases, however, where the two classes of capital rank 
pari passu, except for the callable liability, it would seem to be an infringement 
of the rights of the fully-paid shares to offer a bonus only to the partly-paid. 
For this reason one would expect the position to be identical in all respects, 
except that the partly-paid shares are at a disadvantage and that, therefore, 
the differential would work the other way. This is borne out by the showing 
of the English banks. In those cases where the fully-paid shares are limited to 
a maximum dividend there is of course no reason to assume that they are 
entitled to any rights in an issue on bonus terms, and this may contribute to 
the raising of the yield demanded, but the principal factor is surely the limita- 
tion of dividends. 


Scottish Industry in Wartime 
By William Wallace 


(President of the Association of Engineers and Shipbuilders in East of Scotland) 


ESPITE difficulties such as lack of manpower, the past year has seen 

a partial improvement in the industrial situation in Scotland. Except 

in certain districts in the North and a few isolated spots in the south 
west, new industries have been introduced or are in process of being introduced 
which will make fuller use of the resources of men and managements. In fact, 
the quest for work for Scotland, one of the principal anxieties of the Regional 
Production Board, is now nearing the state when greater discrimination can 
be exercised. 

It is well known that Scotland has depended in the past very largely on 
its heavy engineering industries, which in turn were dependent on steel making 
and coal production. Scotland’s textile industries, although of importance, 
are not such a vital part of the economic structure. Light engineering was in 
pre-war days almost conspicuously absent, and although there have been 
certain wartime extensions and new developments in variety and amount, 
it does not bear comparison with industrial areas in England. Considerable 
credit must be given to a number of firms who have adapted themselves to 
undertake light engineering work with plant and machinery which would 
normally be considered unsuitable for the work. In addition, credit must 
be given to firms whose previous manufactures were far removed from en 
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gineering work. The list includes carpet manufacturers, printers, weavers, 
dyers, lino manufacturers and many others who with little previous engineering 
knowle dge have turned their hands to the making of small tools, instruments, 
engine, torpedo and aircraft parts. 

Secrecy forbids any figures being given, but the Scottish shipbuilder can 
demonstrate his ability to build a ship with fewer man hours than the American, 
despite the fact that he is working under cramped conditions and without the 
pool of labour, better weather and freedom from black-out conditions which 
exist in the U.S.A. Were the Scottish shipbuilder to set out to re-design his 
shipyard he would require to visualize over 30 acres per berth, whereas the 
average acreage per berth in Scotland is nearer 4 acres. This would mean 
finding new sites or a drastic clearance of buildings near the existing yards 
and interference with vital construction at a period when we were fighting a 
lone battle. The risk simply could not be taken 

re-fabrication, the method which has been the means of America’s colossal 
ship bailding output, is by no means unknown in Scotland, and shipbuilding is 
carried out by this system not only in shipyards, but also in constructional 
engineering works all over the country. Very considerable versatility has been 
shown, and — is no doubt that their contribution to shipbuilding has been 
of the highest importance. Included among the industries dependent to a 
considerable degree on shipbuilding are boiler-making, pumps, valves and 
the manufacture of tubes and pipes. In addition to ships, boilers are required 
for main power stations and new factories and many are going to our Russian 
allies. Pumps are needed for oil pipe lines, tubes for all and sundry. The list 
would be long, and some of the specialist items cannot even be mentioned. 
Equal to, if not ahead of, shipbuilding is the steel industry, and in particular 
the steel foundry. Modern war weapons use steel to an increasing extent, and 
the Scottish foundries have had to supply this on the top of heavy demands 
from marine and other engineering works. Foundries making cast iron have 
not been so fully occupied and, as is to be expected, there has been a very 
considerable drop in the output of the Central Scottish firms who specialise 
in light castings, although certain of these firms have turned over to other 
types of manufacture. 

Turning to the supplies for the Army, Scotland has contributed a very 
considerable number of heavy forgings, guns, shells, fuses, searchlights, and, 
although not one of the principal suppliers of tanks, has a good deal of this 
construction to her credit. Locomotives, although not strictly an Army 
supply, are being produced in considerable numbers. These are the normal 
products of Scottish industry, which also include mining plant, machine tools 
a other manufactures, and for which no particular change in policy was 
required. When it comes to aircraft there is rather a different story to tell. 
Somehow or other Scotland was missed out when the shadow factories were 
thought of, and although an important contribution towards the supply of 
aero engines comes from Scotland, there is only one main aircraft plant in the 
country. All the remainder are of a subsidiary type, either engage d on repair 
work or sub-contracting for the principal firms in the south. How much of 
this lack of development is due to the fact that Scotland many years ago 
lost her automobile industry, an industry in which she was one of the first 
to engage, is doubtful, but there is no doubt that when general consideration 
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was being given to the establishment of the aircraft industry, the question of 
finding some nucleus on which to build was considered of primary importance, 
as is evidenced by the link with the main automobile firms in England. 

A word now on the people doing the work. Technical management in 
Scotland is of a high order, in fact it has become traditional to couple the West 
of Scotland with engineering. But when it comes to the question of production 
in its more modern sense, which entails the complete organization of factories 
manufacturing many units, with its consequent planning and progress set-up, 
Scotland lags behind the South, although there are go-ahead firms who realize 
the need for modern methods and are rapidly overhauling their Southern 
confreres. The 200 miles which separate Scottish industry from the nearest 

roduction centres in England do affect management, and despite the good 
work that is being done and which is undeniable, many managements will 
have to alter their methods if firms are not going to suffer in the post-war 
years. Some of the highest skill in Britain is to be found in Scotland, and 
many of the hardest workers. The irresponsible element—a small minority— 
is no greater here than in the industrial centres in England, and the need for 
its control no less necessary, but this does not affect the fact that many in- 
telligent workmen are anxious to help in every possible way, and they are 
setting their hopes on the future success of Joint Production Committees. 
These, when operated with goodwill on both sides, can be of great value, but 
employers must show enthusiasm and the men picked as representatives must 
be the best brains in the shops and be fully co-operative. To sum up, whilst 
technical management and labour skill is undoubted, organization on pro- 
duction methods is in many cases lacking, and labour difficulties arise par- 
ticularly due to a divided view on labour relationship which is gradually 
being removed. 

What, then of the future ? Scotland fears another period of depression. 
Probably the fear is seldom expressed in as many words, but it is, neve srthe ‘less, 
always in mind. The best answer Scotland can get is a clear statement 
that never again will industry be allowed to get into the state it was in some 
ten years ago, and that urgent steps will be taken to see that there is a better 
spread of industry. More light industries must be established. The skill is 
there, and given some greater adaptability their success is assured. For years 
Scotland has exported her young men to England and to the Dominions, 
simply because there was no prospect of a reasonable living or advancement 
at home. This must stop, and it can only be done by an urgent development 
of new industries coupled and intimately bound up with research. The local 
Scot must also lose some of his antagonism to ideas which are born elsewhere. 
A greater intermixture of the Southerner’s talents with those of the Scot might 
achieve impressive results. The Government can do a good deal to relieve 
anxieties and to plan for the future, and Government-established bodies such 
as the Scottish Council on Industry are exploring the position; but in the 
last resort the future success of industry in Scotland depends on its own people 
and on their willingness to take risks. Schemes which entail industrial estates, 
though very necessary, are no more than palliatives. An industry to be 
permanently successful must be one which can stand on its own feet. Planning 
for the future will take into account the need for combining the proper siting 
of new industries with proper housing for workpeople. Scotland has made a 
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very considerable war contribution. She should be allowed and helped to 
develop a post-war industry even greater, which will not entail constant 
cycles of severe depression. Those who support her in this effort financially 
or otherwise will not lose through it. It is notable that some of the most 
successful Scottish industries are managed by Englishmen, and happily many 
successful English industries are managed by Scotsmen. 


Scottish Agriculture 
By Sir Patrick Laird, CB. 


(Secretary of the Department of Agriculture for Scotland.) 


HE total land area of Scotland is 19,069,000 acres. In 1938 some 3} 

million acres of deer forests and woods, half a million acres of towns, 

roads, etc., accounted for 21 per cent. of the area. Fifty-five per cent. 
consisted of mountain and heath land used for grazing, and of the balance of 
24 per cent. (44 million acres) about two-thirds was temporary or permanent 
grass. The high percentage of rough grazings (55 per cent. as against only 
15.1 per cent. in England and Wales) accounts for the dominant importance 
of sheep in Scottish agriculture. The sheep population is substantially higher 
than the human population in summer, and is about a third of the whole 
sheep population of Great Britain. This compares with a population ratio of 
11: 80 and a ratio of the agricultural output as a whole of about 1: 5}. These 
hill lands can be improved to carry more stock, but in general cannot grow 
grain or potato or even fodder crops. Coming down to the lower farms, we find 
that even in the depressed years the general level of cultivation in Scotland 
was high. Permanent grass accounted for only 8 per cent. of the land area as 
against 42.7 per cent. in England and Wales ; and a proportion of this grassland 
was in the dairying counties of the west and south-west, where climatic con- 
ditions are adverse to intensive cropping. 

When the war came, it was clear that there were two main methods for 
increasing production. One was to plough as much of the permanent grass 
as possible, the other to cut down the proportion of grass in the arable rotation. 
Over the fertile eastern belt lowland farms are now growing crops in the pro- 
portion of anything from 65 to 80 per cent to from 35 to 20 per cent. grass. 
Over Scotland as a whole less than 50 per cent. of the arable is in permanent 
and temporary grass together. It is not too much to say that the war has saved 
Scottish agriculture from something like a crisis. Through Government control 
of prices and marketing—and the special encouragement given to crops for 
human consumption, grain and potatoes—mixed arable farming based mainly 
on cropping and the feeding of cattle and sheep has become safe and on the 
whole profitable at least on all the better land; and these conditions have 
in turn assured a reasonably stable demand for stock reared on the higher 
land, though the ploughing up campaign has to some extent restricted demand, 
especially for hillsheep. Hill sheep farming has remained relatively unprofitable 
in many parts of the country. Milk production has also been encouraged by 


—— 


Ded to 
nstant 
icially 
» most 
many 


ne 34 
owns, 


cent. 
ice of 
anent 
only 
tance 
igher 
vhole 
‘io of 
hese 
eTOW 
find 
‘land 
2a as 
land 
con- 


s for 
Tass 
tion. 
pro- 
rass 
nent 
ved 
trol 
_ for 
inly 
the 
ave 
rher 
ind, 
ible 
by 





SCOTTISH AGRICULTURE 83 





controlled pricing ; the main difficulties in this branch of the industry have 
been shortage of labour and feeding stuffs. 

But intensive cropping cannot go on indefinitely. Good arable land is 
being severely ‘‘ milked’ and it must soon have a rest. Attention is now 
being directed to the possibility of bringing into cultivation what remains of 
permanent grass on the fringes of cultivation—thin land, steep land, stony 
land, mostly lying on the margin between the good arable farms and the hills, 
and largely devoted to stock rearing. The farmers of Scotland have made an 
immense contribution to the war effort. With a diluted labour force, only 
17.8 per cent. more in numbers than in 1939, they have increased the ploughed 
area by over 42 per cent. to a point as high as it has ever been, and livestock 
numbers have nevertheless been maintained at a level not much below that 
of the pre-war years. An interesting feature is that, so far as can be ascer- 
tained, farmers’ returns have increased by substantially more than the increase 
of costs which increased prices were expected to cover. Undoubtedly the 
chief explanation is increased efficiency, due in part to the work of the Agri- 
cultural Executive Committees, but also to the stimulus of patriotic endeavour 
and new confidence. With more money, and a reduction in skilled staff, 
farmers have gone in intensively for mechanization. The number of tractors 
on farms has increased from 5,567 in 1938 to 16,000 in 1943. In addition, the 
Department of Agriculture owns 1,240 tractors availabJe to supplement those 
in the hands of farmers and contractors. 

It will, of course, be understood that a substantial part of the crops grown 
is utilized for stock feed. Apart from certain rationed issues of feeding stuffs 
from a very limited pool for dairy cattle, pigs, poultry and some other classes, 
the farmer is expected to feed stock from his own resources—oats and straw, 
hay, turnips, rape and other fodder crops. But he is required to produce a 
fair quota of bread-grains or potatoes, and these he must not feed to stock if 
they are fit for human consumption. The whole picture is one of amazing 
change from the days when cereal growing was unprofitable or nearly so, and 
when cheap feeding stuffs were imported in huge quantities. On the whole, 
the principle of self-sufficiency has worked surprisingly well, though there 
has been difficulty in the case of heavily-stocked dairy farms in the west. 

Looking ahead, it seems certain that some modification of the intensive 
cultivation of the war years will be necessary to restore fertility and secure 
a proper balance in the use of the land of Scotland as a whole. It cannot be 
overlooked that the climate specially favours grass, and that pasture improve- 
ment coupled with measures to ensure adequate outlets for the stock reared 
on the huge areas of hill grassland must therefore be prime objectives of 
policy. On the same line of development there are important questions of 
stockbreeding, for both cattle and sheep, affecting the future economy of the 
crofting communities as well as of the larger stock-rearing farms. Milk pro- 
duction, too, is likely to become more and more important. On the whole, 
it seems probable that in the post-war years we shall find that as in the past 
something like 80 per cent. of the Scottish agricultural output will be attribut- 
able to livestock and livestock products (including milk and wool). As a final 
word, it should be appreciated by the general public, who may think that 
farmers are doing too well, that it has always been the practice of good farmers 
to put back into the land any surplus profits they may make. 
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Books 


Money and The Citizen, by W. Hedley Robinson, F.I.B. — (Duck- 
worth, price &s. 6d. net.) Mr. Robinson’s very sound and useful little book 
rather suffers from its over-ambitious title. There is indeed scope for a volume 
which would set out in simple terms the monetary implications of modern 
economic theory, with its emphasis on the national income instead of price 
levels and the substitution of the concepts of spending and under-spending 
for investment and saving. That, however, is probably a task for a professional 
economist. What Mr. Robinson has given us is rather a routine description 
of the banking system, from a generally enlightened but still quite conventional 
standpoint. It is true that this is admirably done ; but of course it had been 
very well done before. If the task was to be undertaken afresh, it must be 
chiefly in order to bring the standard exposition absolutely up to date. It is 
to be regretted that Mr. Robinson has yielded to the temptation to compress 
all the wartime changes into a final chapter instead of revising the whole of 
the earlier exposition, much of which, therefore, necessarily remains backward- 
looking rather than forward-looking. 





Appointments pre Dshicenenins 


Clydesdale Bank — Mr. Stanley Christopherson, chairman of the Midland 
Bank, has been elected to a seat on the board to fill the vacancy created by 
the death of The Rt. Hon. Reginald McKenna. 


Martins Bank It is announced with regret that Mr. W. R. Glazebrook 
has resigned from the Board upon which he has served for 29 years. Head 
Office: Mr. J. H. Mort, a superintendent of branches, has retired for health 
reasons after 44 years of service. Alnwick: Mr. A. Cummin from Middles- 
brough branch has been appointed manager in succession to Mr. M. J. Freeman, 
who has received another appointment. Brighouse: Mr. J. A. Holgate from 


Bradford branch has been appointed manager in succe —_ to Mr. C. I. Leeming, 
who has retired after 47 years of service. Pendleton: Mr. E A Collins from 


Collyhurst branch has been appointed manager in menenialan to Mr. C. Pickering, 
who has retired for health reasons after 39 years of service. 
North of Scotland Bank—wr. Stanley Christopherson, chairman of the 
Midland Bank, has been elected to a seat on the board to fill the vacancy 
created by the death of The Rt. Hon. Reginald McKenna. 
Yorkshire Penny Bank—Mr. Clarence T. A. Sadd, C.B.E., D.L., a 
director of the Midland Bank, has been appointed a director to fill the vacancy 
caused by the death of The Rt. Hon. Reginald McKenna. 
Red Cons Agricultural Fund 

The Midland Bank horticultural stall has raised a further {210 for the 
Red Cross Agricultural Fund, making a total of over £1,807 raised for charity 
by the sale of gift fruit, flowers and vegetables contributed by members of the 
bank’s staff. 
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Distinguished Service 
Bank of Scotland 


C.O.M.S. W. D. L. Bett, 13th King’s Regiment, while serving in India 
in 1942, Was commended in png ade Orders for a gallant, but unsuccessful, 
attempt to rescue a colleague from drowning. Prior to enlisting in December 
1939, C.O.M.S. Bett was te to the Galashiels branch. 

CAPTAIN (TEMPORARY Major) W. M. CUNNINGHAM, Royal Armoured 
Corps (11th Hussars), was awarded the M.C. in 1941 while serving in Libya. 
In December 1941 he was appointed Personal Assistant and Aide-de-Camp 
to General Auchinleck, and a year later was made Military Assistant to General 
Alexander. He has since received the O.B.E. for services in North Africa. 
Before the war he was on the London Office staff. 

Lizut. J. C. DoNALDSON, 2nd Battalion Black Watch, was awarded the 
M.B.E. for gallantry and initiative during a flood disaster in India in October 
1942. He was formerly on the staff of the Morningside, Edinburgh branch. 

LIEUT. JoHN GuNN, Seaforth Highlanders, has received special mention 
for leading a gallant exploit against the Japanese in the Chin Hills area of 
Northern Burma. He was attached to “es Newton Mearns branch (now 
closed) before joining the Army in October 1939 

Lieut. (TEMpoRARY CAPTAIN) N. S. LANGLANDS, Royal Artillery, was 
awarded the D.S.O. for outstanding courage, leadership and devotion to duty 
during an attack on the Mareth Line in Mé irch 1943. Unfortunately, he was 
subsequently killed in action in Sicily. He was on the staff of the Glasgow 
Chief Office prior to enlisting at the outbreak of the war. 

SERGT. JAMES NIMMO, 7 78th Field Regiment, Royal Artillery, was awarded 
the M.M. while se rving in Tunisia He has been on Military Service since the 
outbreak of war, prior to which he was attached to the Mayfield Road, 
Edinburgh, branch (now closed) 


British Linen Bank 

PILOT OFFICER ALEXANDER CAMERON (killed in action) entered the service 
of the Bank at Kingussie branch in March 1936. He joined the R.A.F. in 
July 1940 and was awarded the D.F’.M. in February 1942, the official citation 
stating: ‘‘ As Captain of Aircraft, this Airman has participated in many 
attacks on enemy occupied territory with consistent skill and courage. On 
one occasion he was attacked by an enemy aircraft while preparing to land 
at base. Although his aircraft was flying very low and one engine was put out 
of action, Sergt. Cameron succeeded in evading further attacks and landed 
safely. On another occasion he carried out a 300 miles sea crossing with one 
engine out of action, and in conditions of very poor visibility made a crash 
landing at his base with a minimum of damage to his aircraft. His cool 
judgment and determination have proved an inspiration to all.” Pilot Officer 
Cameron was killed in action in February 1943 at the age of 23. 

FLIGHT LIEUTENANT WILLIAM M. G1LmouwrR has the distinction of having 
twice been decorated. In July 1941 he was awarded the D.F.M., for oper- 
ations in which he destroyed three hostile aircraft, and in March last the 
D.F.C. On this occasion the citation stated : ‘‘ Flight Lieutenant Gilmour on 
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his second tour of operational duty during his service overseas has a further 
two enemy aircraft to his credit, making his total victims at least seven 
enemy aircraft destroyed. Invariably this officer has led his flight with great 
skill and determination and by his keen and inspiring leadership, coupled 
with fine fighting spirit, has set a magnificent example to his fellow pilots.”’ 
Flight Lieutenant Gilmour made over 100 operational flights all over the 
Continent before proceeding overseas and made five journeys across the 
Channel on Dieppe day. He reached the age of 23 in June last, having 
entered the Bank’s service at Stewarton branch in August 1937 and joined 
the R.A.F. in 1939. 

WARRANT OFFICER NICOLL R. Ross entered the Bank’s service in July 
1934 and served in several Edinburgh branches before joining the R.A.F. in 
July ro41. In July last the Edinburgh Evening News stated that Warrant 
Officer Ross “‘ is now on his second tour of operational duty, and has taken 
part in a large number of operational sorties. An excellent captain of aircraft 
in the face of heavy odds, he has shown courage and determination of a high 
order, and has secured some excellent photographs.”’ 


Clydesdale Bank 

Captain Davip MATHIE McNap, M.C., was formerly a clerk at our Bridge 
of Weir branch. He was called up in June 1940 and received his Commission 
in the 8th Argyll and Sutherland Highlanders in February 1941. He went 
to North Africa with the 1st Army, and for the part which he played in the 
fighting for Longstop Hill on April 22, 1943, he was awarded the M.C. In 
addition to being a Member of the Institute of Bankers in Scotland, Captain 
McNab is an Associate of the Institute of Bankers. 

LIEUTENANT JAMES Ape Tait, D.S.C., R.N.V.R., was formerly a clerk 
on the Head Office staff of this bank. He was called up in June 1940 to the 
Navy. He received his Commission a year later and was awarded the D.S.C. 
for meritorious conduct during the raid on St. Nazaire. 


Commercial Bank of Scotland 

FLIGHT LIEUTENANT Tuomas H. GALLowAy has been on active service 
since the outbreak of war. In July 1941, prior to receiving his Commission, 
he was awarded the D.F.M. for courage and devotion to duty. He entered 
the service of the bank in November 1936, and at the time of his departure on 
active service he was on the staff at Nicolson Street branch, Edinburgh. 

CAPTAIN JOHN D. McGreEGor, who was awarded the M.C. in June of this 
year, was called up in April 1940 while on the staff at Callander branch, and 
joined the London Scottish. On reaching commissioned rank, he was posted 
to the 5th Battalion Black Watch. He has been in the Middle East for the 
past fifteen months with the 51st Division. He entered the bank’s service in 
March, 1933 





National Bank of Scotland 


BRIGADIER JAMES ALEXANDER OLIVER, D.S.O., one of the bank’s Agents 
at Arbroath, was mobilized on the outbreak of war with the 5th Battalion 
The Black Watch, in which he held the rank of Major. In May 1942 he was 
promoted Lieutenant-Colonel and given command of the 7th Battalion The 
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Black Watch, with whom he went overseas in the following month as a con- 
stituent of the 51st Highland Division of the Eighth Army. He led his 
battalion with distinction in the campaign from El Alamein to Tunis, and for 
the gallantry he displayed during the attack on the Miteriya Ridge was 
awarded the D.S.O. In March, 1943, Colonel Oliver was awarded a 
bar to the D.S.O. for great gallantry and qualities of leadership during the 
assault on the Mareth Line. Six months later he was promoted to Brigadier. 

SQUADRON LEADER JAMES WHITEFORD Murray joined the R.A.F.V.R. 
in April 1937 and by July of the following year had qualified as a pilot. In 
March 1939 he was released by the bank from his duties in the Kilmarnock 
branch for training with a squadron of the R.A.F. He remained with this 
squadron until August 1940, when he was awarded the D.F.M. for operational 
duties which included “ visits’ to Turin and Berlin. He was commissioned 
in the same month and gained his second decoration, the D.F.C., in July 1941 
for his skill in bringing a Halifax bomber safely home from a raid on Central 
Germany, after it had sustained considerable damage to controls from an 
enemy night fighter. 

CAPTAIN HuGu P. Crospie, M.C., a member of the staff at the West End, 
Edinburgh, branch, was embodied with the Territorial Army at the outbreak 
of war, holding the rank of Lieutenant in the Royal Artillery. He gained the 
M.C. during the defence of Tobruk where, while in command of a static gun 
site, he displayed great courage and resource in leadership during repeated 
and severe dive-bombing attacks on his gun emplacements. ‘‘ Without regard 
to his personal safety, he visited his men in the gun emplacements during five 
bombing attacks and inspired confidence and cheerfulness into them.” His 
promotion to the rank of Captain was intimated in April 1943. 


North of Sonttined Bank 


FLIGHT-SERGEANT WILLIAM P. JoLLy, D.F.M., who is 22 years of age, 
entered the service of the bank at High Street, Montrose branch, in August 
1938, and joined the R.A.F. on July 28, 1941. He was awarded the D.F.M. 
in July last for bringing a Lancaster bomber safely home from a raid on 
Cologne after it had been severely damaged in a running fight with two Focke 
Wulff 1g0’s. This task called for great strength and skill and coolness on the 
part of Flight Sergeant Jolly, and but for his endurance and skilful handling 
of the aircraft it would undoubtedly have been lost with all its crew. 

Major ARTHUR E. Low, M.C. Major Low, who is 30 years of age, entered 
the service of the bank at Dingwall in November 1929. Prior to the outbreak of 
war he was in the Territorial Army and was mobilized for active service on 
September 1, 1939. He served with the Seaforth Highlanders in France in 1940 
and commanded H.Q. Company with great skill in both battles of the Maroeuil 
on the Scarpe and at Zillebeke, two miles south of Ypres. In the latter action 
he displayed complete disregard for his own personal safety in handling both 
mortar platoons, in collecting wounded and sending them to the rear, and in 
leading his platoons into action to assist the rifle companies in front. For his 
conduct in this action he was awarded the M.C. He is at present serving in 
the Middle East. 

FLYING OFFICER DONALD S. MARGACH, D.F.C., who is 31 years of age, 
entered the service of the bank at Edinburgh in 1928. He was later transferred 





THE BANKER 
to the chief London Office and was on the staff there when he joined the 
R.A.F. as an aircraftman in January 1941. He attained commissioned rank 
in 1942 and in May 1943 was awarded the D.F.C. for steadiness and coolness 
in the face of the fiercest opposition. At the time of his award, he had completed 
Ig operational sorties, during which his accuracy in bomb-aiming and his 
courage in mine-laying were outstanding. 

Pitot OrricER Harry F. M. TayLor, D.F.C., C.G.M., is 23 years of age, 
and entered the service of the bank at Falkirk in 1937. As a member of the 
R.A.¥.V.R. he was called up for active service on September 1, 1939. He was 
awarded the Conspicuous Gallantry Medal in April last when he brought a 
badly damaged bomber safely home from a raid on Kiel, despite the fact that 
many of the controls had been rendered useless as the result of four attacks in 
rapid succession by enemy fighters. Two months later, in June last, Pilot 
Officer Taylor was awarded the D.I.C., the official citation stating : “‘On four 
occasions his aircraft has sustained damage from the ground defences, but in 
spite of this he invariably presses home his attacks with coolness and tenacity.” 
Pilot Officer Taylor has completed over sixty operational lights over Germany, 
[taly, and all the enemy-occupied territory 
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SQUADRON LEADER WILLIAM NEWTON Creepin, R.A.F. Volunteer Reserve, 
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joined the service at Western branch, London, in March 1935 and was called 


up in July rqo40. While Acting Flight Lieutenant he was awarded the D.F.C., 
the official citation reading as follows: ‘ Although his aircraft has sustained 
damage on several occasions, light Lieutenant Crebbin has displayed fine 
hip and unflinching courage which have enabied him to fly his aircraft 
safely back to this country le hi an excellent example to all.” 
LIEUTENANT THOMAS DAwSON joined the staff of the bank at Drymen in 
August 1935 and was released for service with the Forces in March 1940; 
obtained his Commission and was posted to the Argyll and Sutherland High- 
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landers in June 1941. He went overseas with the British North Africa Force 
in November 1942 and received the M.C. for gallantry at Tefnos, a pass outside 
Mateur. He was one of the First Army men decorated on January 15, 1943, 
by Lieut.-General Anderson, G.O.C. British First Army, for gallant deeds in 
the early days of the Tunisian battle. He now holds the rank of Captain and 
is acting on the staff. 

LIEUTENANT RODERICK JOHN FRASER, who his been awarded the Military 
Cross, entered the service of the bank at Munlochy branch in June 1929, and 
joined the staff of the London (City) office in 1934. He was a member of the 
London Scottish Regiment, and was mobilized at the outbreak of war. Sub- 
sequently he obtained his Commission in the Seaforth Highlanders and was 
later transferred to the Argyll and Sutherland Highlanders, which he joined 
in North Africa. During an attack at Hunts Gap on March 3, 1943, Lieut. 
Fraser crawled with his Company Commander into the open in an endeavour 
to rescue a private who was lying there badly wounded. It was necessary to 
drag the man in by his legs, and over the rocky ground this took about half an 
hour. During that time Lieut. Fraser was under fire from an enemy machine- 
gun. It is regretted that Lieut. Fraser was killed in action on April 23, 


1943. 
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